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FOUR YEARS OF THE FAIR LABOR STANDARDS ACT OF 1938 
SOME PROBLEMS OF ENFORCEMENT" 


IRVING RICHTER 


T Is now four years since the Fair 
Labor Standards Act of 1938 went 
into effect. As the first federal law 

regulating general minimum wages and 
maximum hours, its passage climaxed a 
struggle which has marked American 


labor history since the first days of the 
| tepublic. This struggle continues and 
provides the background against which 
we may review the accomplishments of 
' the Act and the remaining difficulties 
which still stand in the way of eliminat- 
ing those “labor conditions detrimental 
to the maintenance of the minimum 
standard of living necessary for health, 
| @ficiency, and general well-being of 
| workers.” 

Demands for improvement in wages or 
| feduction in hours have been the major 
Causes of more strikes than any other 
| factors. Two of the earliest strikes on 
record were for such demands. As early 


* This report represents the personal views of the 
Writer and does not express the views or opinions of 
the Department of Labor or any of its branches 
xrept where published sources are cited. 

*“Finding and Declaration of Policy,” in Fair 
| Labor Standards Act of 1938, Public Act No. 718, 
| 75th Congress, enacted June 25, 1938. 


as 1786 the printers in Philadelphia 
struck for a minimum wage of $6.00 a 
week.’ In 1791 the carpenters in Phila- 
delphia struck for a ten-hour day.‘ It is 
estimated that in about 60 per cent of all 
known strikes since 1881, when the of- 
ficial records begin, these issues have been 
the sole or major causes.’ Many costly 
strikes which have been designated as 
“recognition” or other strikes have un- 
doubtedly had as their major cause the 
dissatisfaction of the strikers over wages 
or hours or both. If, for example, a group 
of workers present wage-and-hour de- 
mands to an employer and are refused a 
hearing, the immediate and officially 
reported cause may be the refusal to bar- 
gain, but the basic issue in the minds of 
both disputants is that of wages and 
hours. 


3 John R. Commons and Associates, History of 
Labor in the U.S., I (New York, 1926), 25. 


4 Selig Perlman, A History of Trade Unionism in 
the U.S. (New York, 1922), p. 3. 


5U.S. Department of Labor, Wage and Hour 
Division, “Economic Background of the Fair Labor 
Standards Act” (unpublished manuscript by George 
S. Wheeler, Sarah Ginsburg, and Irving Richter 
[Washington, 1939]). 
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FEDERAL CONTROL OF HOURS 


In 1836 a strike in the Philadelphia 
navy yard for a ten-hour day led to the 
first federal limitation on hours, when 
President Van Buren, by executive order 
in 1840, decreed a ten-hour day for all 
government navy yards.° In 1868, in re- 
sponse to a nation-wide movement for an 
eight-hour day, Congress passed a law 
limiting the work day on all government 
contracts to eight hours.? This Act was 
ineffective because it permitted “agree- 
ments” to work overtime, a device which 
nullified much of the later state hours 
laws, and is now being used to evade the 
hours provision of the F.L.S.A. Sixty- 
eight years later, after the National In- 
dustrial Recovery Act of June 16, 1933, 
was declared unconstitutional, Congress 
passed the first effective eight-hour law 
covering government supply contracts, 
the Walsh-Healey Act of 1936. In 1916, 
to ward off a strike by the four railway 


brotherhoods for the eight-hour day, 
President Wilson appeared before Con- 
gress to urge the passage of an act making 
eight hours the basic working day on the 
railroads.* The result was the Adamson 
Act, which established the basic eight- 
hour day for all railroad workers.° 


FEDERAL CONTROL OF WAGES 


Federal regulation of wage standards 
on government contracts began as late as 
1931 with passage of the Davis-Bacon 


* Report of the Bureau of Industrial Statistics of 
Pennsylvania 1880-1881, cited in the sixteenth 
annual Report of the U.S. Commissioner of Labor 
(Washington, 1901), pp. 727-28, 731. 

7U.S. Statutes at Large, chap. 72, p. 77; U.S. 
Code, title 401, secs. 321-26. 

§ Edward Berman, Labor Disputes and the Presi- 
dent of the United States (New York, 1924), pp. 106- 
24. 

U.S. Act of Congress, September 3, 1916 (39 
Stat. 721). 
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Act,’ which provided that every con- 
struction contract in excess of $2,000 was 
to have a provision for payment of the 
prevailing rate of wages. The Walsh- 
Healey Act of 1936 authorized the 
secretary of labor to determine and en- 
force prevailing wages to be paid by 
government supply contractors.” 

The N.I.R.A. of June 16, 1933, has 
been recognized as the most important 
antecedent of the F.L.S.A.” The 585 
approved codes all contained some type 
of minimum wage and maximum hours 
provision. The wage minima ranged from 
twelve and one-half cents an hour for the 
needle trades workers in Puerto Rico to 
seventy cents an hour for construction 
workers. Four hundred and eighty-seven 
of the codes established a standard forty- 
hour week." 

The President, in discussing the 
N.LR.A., clearly stated one of its funda- 
mental objectives to be the establish- 
ment of decent wages: “No business 
which depends for existence on paying 
less than living wages to its workers has 
any right to continue in this country.” 

Invalidation of the N.I.R.A. by the 
Supreme Court resulted in rapid de- 
terioration in wage levels, especially in 
unorganized industries.’S Authoritative 
opinion, however, pointed to the 
N.1.R.A. experience as proving the prac- 


10 Public Act No. 798, 71st Congress. 
11 Public Act No. 846, 74th Congress. 


"2 First Annual Report of the Administrator of the 
Wage and Hour Division, U.S. Department of Labor, 
for the Calendar Year 1939 (Washington, 194°), P- 3- 

13 Monthly Labor Review, XLIII (1935), 886. 


16 The Public Papers and Addresses of Franklin D. 
Roosevelt, II (New York, 1938), 251 (No. 81). 


"sU.S. Congress, Joint Hearings before Senate 
Commitee on Education and Labor (75th Cong., st 
sess., on S.2475 and H.R. 7200), testimony of 
Isador Lubin, commissioner of Bureau of 
Statistics, Part 2. 
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ticability of raising wage-and-hour stand- 
ards through federal legislation.” 

The Supreme Court had in 1936 re- 
iterated its stand that wage-and-hour 
standards were not subject to federal 
control."? But in the following year the 
court reversed itself in upholding the 
Railway Labor Act™* and the National 
Labor Relations Act.’® The President’s 
message to the Seventy-fifth Congress 
urged federal legislation to regulate hours 
and wages and child labor, which was 
promptly followed by the introduction of 
almost identical bills by Senator Black 
and Congressman Connery. The bill 
failed of passage because the Rules Com- 
mittee, by a combination of Republicans 
and southern Democrats, refused to let 
the House consider the measure. A 
special session of Congress was called for 
November 15, 1937, and one of the sub- 
jects scheduled was a wage-and-hour bill. 
The Rules Committee again refused to 


permit a vote. On December 2, 1937, a 
petition with the required number of 
signatures brought the bill on to the floor 
of the House.”® The final bill was signed 
by the President on June 25, 1938. 


POLITICAL OPPOSITION TO THE FAIR 
LABOR STANDARDS ACT 


The new law went into effect on Oc- 
tober 24, 1938. The Act sets a flat na- 


See esp. U.S. Dept. of Commerce, Report of the 
President's Committee of Industrial Analysis (1937), 
p. 127. The committee was made up of the secre- 
taries of commerce, agriculture, and labor, together 
with four prominent nongovernment members. 


"? Morehead v. People, 298 U.S. 587. 

" Virginia Ry. v. System Federation No. 40, 300 
US. srs. 

"N.L.R.B. v. Jones and Laughlin Steel Corp., 
3or U.S. 1. 


* John S. Forsythe, “Legislative History of the 
Fair Labor Standards Act,” Law and Contemporary 
Problems, VI (1939), 470. 


tional minimum of twenty-five cents per 
hour, to be increased to thirty cents by 
October 24, 1939, and to forty cents by 
1945, with a provision for industry com- 
mittees to set wages above the minimum 
—up to forty cents—before 1945 “having 
due regard to economic and competitive 
conditions in the industry.”” The Act 
covers all workers engaged in interstate 
commerce or in the production of goods 
for interstate commerce, with certain ex- 
ceptions. It forbids the flow into inter- 
state commerce of products made under 
“oppressive child labor conditions,” pro- 
hibiting employment of children under 
sixteen years and prohibiting sixteen- 
and eighteen-year-old children “in any 
occupation declared by the Chief of the 
Children’s Bureau to be particularly 
hazardous for the employment of chil- 
dren.” The hours provisions are forty- 
four hours per week for the first year, 
forty-two hours for the second, and forty 
thereafter, with time and one-half the 
regular rate of pay for overtime. 

The four years of the Act have demon- 
strated, far beyond the expressed pleas 
of its most ardent advocates, how badly 
needed was such legislation. The war, 
and its concomitant problems of labor 
and production, have demonstrated the 
wisdom of setting an irreducible, even 
though low, minimum wage. As recently 
pointed out by the administrator of the 
F.L.S.A., in the midst of the last war the 
War Labor Policies Board, beset by wide- 
spread stoppages and strikes, recom- 
mended a change to a universal eight- 
hour day with time and one-half for 
overtime.” No similar problem faced 
American industry at the outset of this 


2 Speech of L. Metcalfe Walling, administrator, 
Wage and Hour and Public Contracts Divisions, 
before Town Hall Club of Los Angeles, July 23, 
1942. 
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war. The existence of the F.L.S.A., 
supplemented by the Walsh-Healey Act 
of 1936, which covers federal contracts, 
has served as a stabilizing influence by 
virtue of the hours and wage provisions 
in both statutes. The law has not inter- 
fered with overtime work where it was 
required for increased war production, 
contrary to the carefully calculated cam- 
paign in the press which suggests such a 
rigidity in the law. There is abundant 
evidence that the overtime penalty in the 
Act has supplied an incentive for em- 
ployers to hire and train new workers and 
upgrade older workers. It has stimulated 
the increased use of plant capacities 
through multiple shifts, and it has there- 
by prevented, in part at least, the exten- 
sion of working hours per man to the 
point where total production actually de- 
clines, as it did in Great Britain after 
Dunkerque when hours were extended to 
as much as seventy-two per week.” 

The war, however, has created only 
the most recent opportunity for those 
who have fought the Act since the day it 
was introduced. Most of the southern 
congressmen who are leading the drive to 
amend the Act because of its alleged in- 
terference with war production are from 
districts where comparatively little war 
work of a direct nature is being done. 
Most of them represent predominantly 
rural districts which include very little 
heavy industry but do include a consider- 
able volume of sweated light industries 
covered by the Act. 

The opposition of these congressmen 
to the Act cannot be explained by saying 
merely that they have no industrial 
population in their areas and that the 
farmers who are their constituents do not 

72 Wage and Hour Division, Research and Sta- 
tistics Branch, “Economic Analysis of Proposals 


To Amend the Overtime Provisions of the Fair 
Labor Standards Act” (New York, March, 1942) 


(mimeographed). 


need the law and for sound economic 
reasons are traditionally hostile to labor 
legislation. This may be true of the hand- 
ful of the well-to-do and large farmers 
but not of the “dirt” farmers and the 
thousands “‘tractored off” the land in 
recent years. Most small farmers hire 
no wage labor. As a matter of fact, in 
most southern states, and in other sec- 
tions of the country, the farm population 
as a whole has derived a great deal of 
direct benefit from the Act. The over- 
whelming majority of workers in such 
covered industries as sawmills and log- 
ging, pulpwood, tobacco-stripping, pe- 
can-shelling, and canning probably origi- 
nate from farms—as owners, tenants, 
sharecroppers, or farm laborers. Many 
thousands of these farm people regularly 
work in covered industries for part of the 
year and return to the farm for planting 
and harvesting. The wages paid to labor 
in these covered industries before the 
law was passed were on the same general 
level as prevailed for day labor on farms, 
or about a dollar to a dollar and a half, 
and often as little as fifty cents per day, 
from “‘cain’t to cain’t,” i.e., can’t see to 
can’t see, or dawn to dark. Enforcement 
of the Act therefore has meant more 
than a doubling of the wages paid these 
farmers during their periods of employ- 
ment in covered industries. While the 
majority of the community has benefited, 
many employers have, of course, been 
resentful. It has created resentment also 
on the part of many large landowners— 
frequently the same men are also the 
most important employers of labor in the 
covered southern industries most directly 
affected—because the rising level of 
wages in covered industries has also 
pushed up the level of farm wages. Thus, 
it was reported to the writer by farmers 
in South Carolina in August, 1941, that 
the rates paid for cotton-picking in that 
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state for the 1941 season would yield the 
average adult picker about the same 
earnings as covered pulpwood-cutting 
(about $1.50 per day) around George- 
town and Charleston, South Carolina, 
where an enforcement drive in the pulp- 
wood industry was then being made by 
the Wage and Hour Division. In the 
Brunswick, Georgia, area, in August, 
1942, the average hourly earnings of 
turpentine “chippers,” who are not cov- 
ered, were reported to the writer to be on 
the same general level as covered pulp- 
wood cutters ($1.75-$2.00 per day). 

In his protests against the bill when it 
was being debated in the Senate, Senator 
“Cotton Ed” Smith of South Carolina 
stated that it took only fifty cents a day 
to live reasonably and comfortably in his 
state.* Senator Smith has frequently 
represented himself asaspokesman forthe 
cotton-growers. In none of the numer- 
ous proposed wage-and-hour bills was it 
contemplated that cotton farming would 
be covered, but Senator Smith may have 
realized that the fifty cents per day wage 
for cotton-pickers might be forced up by a 
higher minimum for covered South 
Carolina industries. 

It is interesting to note that the pres- 
ent chairman of the House Committee 
on Agriculture, Congressman Hampton 
P. Fulmer, of South Carolina, after two 
years of leadership of the Joint Forestry 
Committee, recognized, in a resolution 
he introduced in 1940, this interdepend- 
ance of the welfare of the farm population 
and the welfare of the employees covered 
under the F.L.S.A.** This interconnec- 
tion explains the vigorous opposition of 
the most articulate group of critics. 
Their emphasis on the “forty-hour 
week,” recently taken up again by Mark 

** New York Times, July 31, 1937, reporting de- 
bate on S. 2475. 

“H. J. Res. 576, 65th Cong., July 1, 1940. 


Sullivan, David Lawrence, and others, 
rather than on the minimum wage pro- 
visions of the Act, makes their argu- 
ments appear more plausible, especially 
when they compare the law with the 
French law and with the long hours of 
American soldiers and farmers.** But 
General Fleming, in a letter to Congress- 
man Ramspeck in March, 1942, written 
after he had resigned from his post as 
administrator, stated that the agitation 
against the Act “seems to come with 
greatest zeal from those who opposed the 
Act at its inception and have continued 
to work for its emasculation or repeal 
ever since.” 

Not only southerners have worked for 
“emasculation or repeal” of the law since 
October 24, 1938. One large employer 
association in New York was indicted in 
June, 1940, on charges of conspiring to 
secure an industry-wide violation of the 
law. One of the more surprising features 
of the four years of enforcement has been 
the extensive, wilful violations of the 
minimum-wage and overtime provisions 
in the various states and in the largest 
metropolitan centers above the Mason- 
Dixon line. Of a total of forty-eight 
criminal actions filed in the fiscal year 
ending June 30, 1941, thirty-four were 
filed in the Chicago, New York, Phila- 
delphia, and Boston offices.*7 Some of 

25 Since this was written, the 1942 election returns 


have come in, and the attacks on the Act are now 
less oblique. 


#6 Quoted in Labor, weekly publication of the 
Railway Brotherhoods, Washington, March 24, 
1942. 

27 Annual Report, 1941, pp. 120, 121. These data 
on criminal cases should not be construed as indica- 
tive of more flagrant violations in the northern 
regions than in the southern regions. At least in 
part the greater number of criminal suits filed in the 
North is accounted for by the presence of less hos- 
tile juries, less hostile judges, and less hostile grand 
juries. Almost 50 per cent of all civil cases filed in 
the same period originated in the southern regional 
offices (ibid., pp. 53, 116). The great majority of 
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the strongest of many employer state- 
ments favoring the Act have come from 
southern employers in the textile, pe- 
troleum, and newspaper industries. Thus, 
C. C. Castillow, of Greenville, Mississippi, 
addressing the national convention of 
the Oil Mill Superintendents’ Associa- 
tion at Dallas, Texas, in June, 1941, 
stated: 

If that [wage-and-hour] law should be re- 
pealed tomorrow, I would go right on carrying 
out its provisions. That’s how much my com- 
pany thinks of it. Frankly, by paying people as 
much as possible, and working them as short 
hours as we can, we obtain the services of high- 
grade craftsmen in the first place, and then 
they are more efficient, dollar for dollar.?* 


However, many large national em- 
ployer organizations which fought 
against enactment of the law have con- 
tinued a strong campaign—in the press, 
in Congress, in the courts, at adminis- 
trative hearings, and in many other 
ways—to repeal or emasculate the law.” 
Scores of amendments have been offered 
in the House and Senate at every session 
since 1939 with their purpose the con- 
traction of the coverage of the Act or the 
exemption from the wage-and-hour pro- 
visions of many workers who are now 


these civil cases were not contested, so that it was 
not necessary for the Division to face the hostility 
of a court or jury (ibid., p. 60). 

8 Dallas (Texas) News, cited in Wage and Hour 
Division, Daily Press Digest, June 3, 1941. 


29 There is no unanimity of opinion regarding the 
value of the Act among organized American indus- 
trialists. In testimony before the House Naval 
Affairs Committee on March 27, 1942, Mr. William 
P. Witherow, president of the National Association 
of Manufacturers, stated there was “a lot of differ- 
ence of opinion within his organization as to 
whether suspension of time-and-one-half payments 
after forty hours work in a week would accelerate 
or retard the output of war materials” (New York 
Times, March 28, 1942). The secretary of the 
National Association of Manufacturers, Noel 
Sargent, has written in opposition to the Act (“Eco- 
nomic Hazards in the Fair Labor Standards Act,”’ 
Law and Contemporary Problems, V1 [1939], 422). 
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protected. At this writing a flood of new 
restrictive amendments has been, or is in 
the process of being, introduced, and 
there is much agitation for complete re- 
peal of the Act. 

It is not possible to measure the full 
effects of this political opposition. There 
is little doubt, however, that this atmos- 
phere has made more difficult the en- 
forcement of the law, with more em- 
ployers willing to risk violations in the 
hope that a bill or amendment might 
pass which would relieve them. In sever- 
al instances political disagreements seem 
to have contributed directly to the vio- 
lation of the Act. In an investigation 
made in March, 1939, about eight hun- 
dred sawmill and logging employees in 
Virginia, who were earning an average of 
fifteen cents an hour, were found to have 
been deprived of the benefits of the Act, 
partly as a result of advice given to the 
employers that they were not covered. 
The advice was given by a congressman 
who was then and is now one of the lead- 
ing opponents of the law. In a Kentucky 
tobacco warehouse case a group of 100 
strippers were found, in 1940, to have 
been earning an average of $1.00 per day 
of ten to eleven hours. It was reported by 
the inspector that the congressman in the 
district—another leading opponent of 
the law—had advised the employer to 
operate as he had in the past. 


INADEQUATE STAFF FOR ENFORCEMENT 
OF THE ACT 


During the first year of the Act the 
Division had employed only 109 inspec- 
tors, whose job it was to inspect an esti- 
mated two hundred and fifty thousand 
establishments covered under the Act. 
By June 30, 1940, the total had increased 
to 624.3° Most of the inspectors were, of 


3° Annual Report of the Administrator of the Wages 
and Hour Division, 1940, pp. 85, 86. 





FOUR YEARS OF THE FAIR LABOR STANDARDS ACT OF 1938 


course, untrained, and many were un- 
familiar with industrial processes and 
wage problems. It took time to develop 
methods of classifying complaints, record- 
ing results, etc., in the national office. A 
great backlog of cases developed. There 
were 56,675 complaints submitted from 
October 24, 1938, through June 30, 1940, 
and of these only 2,887, or about 5 per 
cent, were closed in the same period.* 

At least one trade association wrote 
to its members in 1939 assuring them 
that the enforcement officers, because of 
limited budget, would probably not reach 
their operations for some time. This 
particular assurance, an investigation 
disclosed, was an important factor in de- 
priving about seventy-five thousand to 
one hundred thousand workers in the 
South, in the lake states, and in New 
England of both the minimum wage and 
the overtime benefits of the Act for at 
least two years. 

Many organized workers at this period 
gave assistance to the Division by bring- 
ing in specific, documented complaints. 
The Amalgamated Clothing Workers of 
America, the International Ladies Gar- 
ment Workers Union, the United Shoe 
Workers of America, and the United 
Cannery, Agricultural, Packing House 
and Allied Workers of America were es- 
pecially active. Some unions and un- 
organized workers helped secure enforce- 
ment by striking for the terms of the 
Act.* One labor union official at Green 
Bay, Wisconsin, in asking for more vig- 


* Ibid., pp. 91, 95. 

#In Mobile, Ala., an unknown number of un- 
organized pulpwood workers petitioned the Central 
Trades and Labor Council (A.F. of L.), and the 
Council presented their case to the administrator. 

The Tobacco Stemmers’ and Laborers’ Indus- 
trial Union (C.I.0.), Local 332, struck on August 1, 
1938, against a Brown and Williamson subsidiary in 
Richmond, Va., for the terms of the Act (Works 
Projects Administration of Virginia, The Negro in 
Virginia [New York, 1940], p. 310). 
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orous enforcement, is reported to have 
stated to the inspector in April, 1940: 
“Tt’s time to begin enforcing the law. 
We can’t strike every day to keep a 
chiseler in line.” 

Measured by the number of com- 
plaints submitted, the unions have 
played a relatively minor role in the en- 
forcement of the Act. For the period 
October 24, 1938, to June 30, 1940, 
unions accounted for 1,967 out of a total 
of 43,716 complaints classified by com- 
plainants.*3 Nevertheless, organized la- 
bor, by its vigilance on Capitol Hill and 
in the field, especially in the filing of em- 
ployee suits, has been a powerful element 
in the effective enforcement of the law. 

The role of organized labor has been 
especially valuable at hearings conducted 
by the administrator of the Wage and 
Hour Division and his representatives 
on applications for seasonal exemptions, 
exemptions for learners and handicapped 
workers, special hearings such as those on 
redcaps and white-collar workers, and at 
criminal and civil trials. The hearings 
provided by the law, and the court trials, 
have been used by many employers in 
substandard industries as a means of 
evading the minimum standards of the 
law by presenting false information on 
the industry in question. The presence of 
labor representatives familiar with the in- 
dustry and ready to refute any fallacious 
arguments has no doubt served to re- 
strain many low-wage employers from 
violating the spirit and letter of the law. 
Unfortunately, some of the worst indus- 
tries are those which are least organized, 
and they have deprived employees of 
millions of dollars in wages before the 
Wage and Hour Division could make the 

33 Annual Report of the Administrator of the Wage 
and Hour Division, 1940, p. 92. The statistics in the 
Annual Report do not reflect the greater number of 


workers usually covered in union complaints and 
the higher per capita restitution obtained. 
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necessary investigations and prosecu- 
tions. 


THE “INDEPENDENT CONTRACTOR” 


A basic difficulty in the enforcement of 
labor legislation in the United States has 
been the use of contracts made by em- 
ployers with their employees. Early state 
and federal laws regulating hours were 
rendered ineffective by this method.* 

Shortly after the Act became effective, 
the leading organ of the southern lumber 
industry—the industry which perhaps 
most vigorously fought enactment and in 
which more employees were benefited 
than any other—carried a prominently 
placed article entitled “Fewer Employees 
Reduce the Lumberman’s Troubles and 
Taxes.”’ The advice to the lumberman in 
this article was to make 
certain changes in the legal status of the per- 
sonnel of the business . . . . to reduce his pay- 
roll taxes very materially and eliminate at 
least some of the legal hazards incident to 
being an employer The lumberman can 
bring about this result, at least in part, by hav- 
ing certain work done by independent con- 
tractors instead of employees. 


More specifically, the article cited “many 
cases in which truck drivers have.... 
hauled as independent contractors for 
their former employers.’’s 

The Wage and Hour Division has en- 
countered this problem throughout the 
United States and in such widely dif- 
ferent industries as petroleum, lumber, 
typing and calculating services, pulp- 
wood, chemicals, watchmen and janitor 
services, clothing manufacture, life in- 
surance, dairy, radio, and in many home- 
work industries. In the main these con- 
tracts were made before the Act was 
passed, chiefly as a means of reducing 


34Commons and Andrews, Principles of Labor 
Legislation (New York, 1920 ed.), p. 232. 


35 Southern Lumberman, March 1, 1939, p. 30. 
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labor costs. By avoiding employer re- 
sponsibility, the manufacturer or owner 
lessened the opportunities of union or. 
ganization, freed himself of employer 
liability suits and of taxes for unem- 
ployment compensation and old-age 
insurance. In a number of cases, how- 
ever, the employees became “contrac- 
tors’ only with the effective date of the 
F.L.S.A. In an early Chicago case a 
large employer of home workers had each 
of his workers sign a contract on the date 
the Act became effective, agreeing to 
“buy” the materials and process the mer- 
chandise according to specifications. No 
basic change was made in the employees’ 
status—they earned the same as they had 
before they were made “contractors.” 
The manufacturer continued to advertise 
for home-work labor at eight cents an 
hour for experienced workers and five 
cents an hour for inexperienced workers.” 

In one of the largest home-work cases 
eleven New York, Pennsylvania, and 
New Jersey employers, organized as the 
Hand Knitcraft Institute, “sold” yarn 
to their ten thousand employees after the 
Act went into effect and then “pur- 
chased”’ the processed knitted infants’ 
wear from the employees, whose earnings 
as “independent contractors” continued 
to be far below the requirements of the 
Act. In a judgment the court enjoined 
the manufacturers from further viola- 
tions of the Act and enjoined their “us- 
ing, or adopting any scheme or device 
involving so-called purchase and sale ar- 
rangements with any home workers or 
other employees.’’37 


3 Official proceedings, U.S. Dept. of Labor, Wage 
and Hour Division, Im the Matter of Miller-Gebhardt 
Co., Chicago, Ill. (Washington, October 18, 1939), 
pp. 163-64. 

37 Jacobs v. Hand Knitcraft Institute, et al., a8 
reported in “Litigation Memorandum No. ro, U.S. 
Department of Labor, Office of the Solicitor, 
December 28, 1939” (mimeographed). 
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A shoe manufacturer in Maine, pecan- 
shellers in San Antonio, a manufacturer 
of baseballs in Cincinnati employing 
three hundred home workers, a number 
of important knitwear manufacturers in 
the Northeast—one of whom alone em- 
ployed three thousand home workers, 
the majority earning less than five cents 
an hour—have been among the many 
other employers of home workers who 
sought to evade the Act by the “inde- 
pendent contractor” device. The Di- 
vision has through court action or by 
agreement forced a change in all of these 
cases. The home-work problem has been 
partially solved by the elimination of 
home work in five industries by action of 
the Wage and Hour Division industry 
committees.** Effective enforcement of 
the Act has eliminated some other 
branches of home work because the chief 
advantage of the practice—cheap labor— 
was canceled out when employers had 
to pay minimum hourly rates. 

The “independent contractor” device 
has not been confined to home workers. 
Oil field workers, life insurance agents, 
and chemical woodworkers are among 
those who recently were made “inde- 
pendent contractors” by their respective 
employers. One large railroad company 
in the South, on October 24, 1938, re- 
quired each of its redcaps to sign an 
agreement whereby he became an “‘in- 
dependent contractor” with a “license” 
to work on the station premises for what- 
ever tips he could get, although the Inter- 
state Commerce Commission had, just 
before the Act went into effect, declared 
redcaps to be employees.** 

In the lumber and timber products in- 

3* In jewelry, buttons and buckles, gloves, knitted 
outerwear, and women’s apparel. 


Harry Weiss and Philip Arnow, “Recent 
Transition of Redcaps from Tip to Wage Status,” 
American Labor Legislation Review, September, 
1942, pp. 135-36. 
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dustry, the advice of the Southern Lum- 
berman seems to have been widely fol- 
lowed. The manufacturers have not 
made each worker an independent con- 
tractor, although many have followed 
the suggestion of making their truck 
drivers contractors. In some states man- 
ufacturers avoided the use of the term 
“‘contractor,”’ because of state laws hold- 
ing a manufacturer or jobber liable for 
labor law violations of his contractors. 
They have instead selected one of the 
more intelligent employees who would 
normally be designated a foreman and 
made him an independent “supplier” 
or “‘producer”’ ostensibly operating and 
selling in the open market. This is done 
by transferring some equipment to his 
name and securing a chattel mortgage on 
it, and deducting payments from what- 
ever price they agree to pay him. The 
remaining workers are then made the 
“employees” of the foreman-turned- 
employer, and the manufacturer claims 
to be making a purchase in the open 
market. 

In pulpwood production, which is 
generally closely integrated with, and 
closely controlled by, the paper- and pulp- 
mills, substantially the same procedure 
has been followed in many areas. The 
pulp and paper companies, which own 
millions of acres of timberlands, use the 
same independent-contractor system 
even on the operations on their own 
lands. Just as the home worker is “sold” 
yarn for knitting, so do many pulpmills 
“sell” their stumpage or standing trees 
to the former truck driver, without any 
change of title. He then cuts the trees as 
directed by the company, gets weekly 
advances for his pay rolls, and “sells” 
the completed product back to the mill. 
He serves the function of foreman but his 
net earnings are considerably below the 
usual foreman’s wage and often less than 
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the minimum requirements of the stat- 
ute. A characteristic feature of the con- 
tractor system, at least in the various 
forestry industries investigated in all 
parts of the country, is the heavy indebt- 
edness of the contractors to the manu- 
facturers. This has served to tie the con- 
tractors to the mill and subject them to 
mill domination just as the indebtedness 
of many workers to company stores has 
tied them to their employers, narrowing 
their opportunity to organize or protest. 
While it has made the contractors re- 
sentful against the manufacturers, it has 
often led them to refrain from co-opera- 
tion with the Division’s inspectors and 
attorneys because of fear of foreclosure. 

Many chemical companies, pulp- and 
paper-mills, and lumber manufacturers 
not only succeeded in shifting employer 
responsibility to contractors but in- 
fluenced these contractors to protest en- 
actment of the law, and have since used 
them to seek amendments and adminis- 
trative rulings which would remove 
woodworkers from coverage of the Act. 
As in the sweatshops of the garment in- 
dustry in New York, Chicago, and Balti- 
more, the pulp and lumber manufactur- 
ers have used large numbers of “‘inde- 
pendent contractors” to play one off 
against the other and to prevent organi- 
zation.*° 

The shifting of responsibility from the 
manufacturer to the contractor has 
stimulated subcontracting. In some areas 
there are more “‘contractors”’ than recog- 
nized employees. Thus, the pulpwood 
operator with a crew of five cutters and 
truckers may select one of the cutters as 
a “contractor” for all the cutting and 
may go through the motions of selling 

4° The large reservoirs of unskilled, unorganized 
rural labor—Negro and white—have provided the 
base for labor contracting in lumber, just as the 


immigrants provided the base for labor contracting 
in the garment industry. 
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the truck to his driver and helper who 
thereby become “partners.” In Virginia 
the writer interviewed the driver and 
helper of a truck who as late as January, 
1942, received net earnings of $1.00 each 
per day for ten hours of work. They 
claimed they were partners and not em- 
ployed by anyone. It was learned that a 
contractor had “sold” them the truck, 
telling them to pay for it as they were 
able to do so. Naturally they did not pay 
anything out of their earnings of $5.00 
-$6.00 per week. Investigation disclosed 
that the title to the truck had never been 
transferred. The “contractors” were de- 
prived not only of the minimum wage 
but also of social security benefits and 
workmen’s compensation. 

The contracting system has led to 
much exploitation of family and child 
labor. Thus, pulpwood and lumber work- 
ers in Michigan, Minnesota, Maine, 
Pennsylvania, and in all parts of the 
South, as well as home workers scattered 
throughout the country, have been found 
to use their sons, daughters, and wives to 
help them accomplish their work. Con- 
vinced that neither they nor their fami- 
lies are employees entitled to any hourly 
minimum, they try to turn out as much 
work as possible to earn a living at the 
“‘prices’’ or piece rates paid by the manu- 
facturer and find it necessary to exploit 
their families in order to produce enough. 

In one of the strongest statements 
made during his term as administrator of 
the Wage and Hour Division, General 
Fleming cited a case where “... . chil- 
dren 8 years old [were] doing hard labor 
with their families at starvation wages 
under slum conditions.” General Flem- 
ing was referring not to a garment sweat- 
shop but to contract pulpwood operations 
in Minnesota. 


+* Press release, Wage and Hour Division, Wash- 
ington, July 24, 1940. 
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The writer, in July, 1942, saw a ten- 
year-old boy driving a logging tractor 
in a blazing Georgia sun and receiving 
“spending money” of ten cents a week 
for his fifty to sixty hours of work from 
his father, who was the contractor. 
Thirteen-year-old boys lifting two-hun- 
dred-pound bolts of pulpwood and strain- 
ing with each lift, and boys of thirteen to 
fourteen years, and occasionally girls, 
working a crosscut saw with their father 
or mother are not uncommon sights in 
the southern woods. The wives and 
daughters commonly keep whatever 
records are kept but receive no wages. A 
vivid description of this exploitation of 
family labor as part of the contract sys- 
tem appears in the following letter re- 
ceived by the Chicago Better Business 
Bureau and sent to the Division in 1939: 


I am a little girl of eleven years old 
Please gentlemen, don’t you understand vaca- 
tion is almost over but I have not been to the 
beach once and my parents won’t let me go 
out to play with the other kids. I have to help 
wind those terribly dusty wreaths until I almost 
choke. My fingers are all sore, and my poor 
little brother’s bed is all red from the dust 
We are on relief and my parents said I must 
work so that we got something to eat. My 
mother makes me get up at six o’clock in the 
morning and we work all day and until one or 
sometimes two o’clock at night excepting 
Thursday when we have to stay up all night be- 
cause Friday is pay day and the work has to be 
finished or we don’t get no pay and I get a 
licking because I don’t work fast enough. I 
don’t get nothing to eat or I don’t go to bed 
until we are finished. 

Please sirs I cannot tell you my name or 
address because if they find this out I am going 
to get a terrible licking. My brother gets a book 
that is from the Government which says you 
must tell the truth how many hours you work 
and no children must work. We work all day 
every day and night but the company lies and 
writes only three hours. Please gentlemen tell 
the company not to make us do so much work 
because I like to go out and play once in a while 
to. If I look out the window at the other kids 
Ma slaps me and calls me lazy. 
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Please, please, please help me and crippled 
brother. Thank you. 

P.S. I wrote this in the toilet so nobody 
knows this Mother asked the company 
for more money, they said the book don’t mean 
nothing.* 

The Wage and Hour Division has 
made some progress toward eliminating 
these conditions by succeeding in having 
some courts fix employer responsibility 
upon the manufacturer*? and by the 
“hot-goods” provision of the statute 
which makes it unlawful “to transport 
....in commerce... . goods in the pro- 
duction of which any employee was em- 
ployed in violation of section 6 or section 
7...., and which does not require 
a determination that the shipper is the 
employer.** But the difficulties of in- 
specting properly such small and widely 
scattered operations and determining the 
economic relations in every case, as well 
as the resistance of some courts, provide 
serious obstacles to the Division’s efforts 
to eliminate the conditions hidden be- 
hind the screen of the “independent con- 
tractor.” 


THE PROBLEM OF RECORDS 


Under section 11(c) of the Act em- 
ployers are required to keep accurate 
records of rate of pay, names and ad- 
dresses of their employees, amount 
earned, hours worked, etc., for a period 
of time designated by the administrator. 
All this information had been kept as a 
matter of course by most employers long 
before October 24, 1938, but thousands 
of employers in unorganized industries 
have never kept such data. For example, 

4 The letter was investigated and found to be 


authentic. It figured in the Miller-Gebhardt case, 
op. cit. 

43 E.g., Fleming v. Bemidji Wood Products Co. 
consent decree signed Nov. 9, 1940, Minneapolis, 
Minn. 

44 E.g., Andrews v. Walton Lumber Co., suit filed 
at Richmond, Va., April 5, 1939. 
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the small sawmill or “peckerwood” op- 
erators in the South and the “gyppo” 
loggers in the Northwest—many of them 
illiterate—have traditionally carried their 
“office” in their hip pocket or in their 
heads. Where they have kept any record 
it was likely to contain the first name or 
the nickname of the worker, his earnings 
for each day, and the advances made to 
him or other charges against his wage. 
For the first year or more of the Act the 
great majority of the thousands of em- 
ployers in the southern lumber industry 
had no record of hours worked. Hun- 
dreds of employers in this industry still 
have no hours’ records. In the fall of 
1942, four out of fifteen canneries in- 
spected in the Ozark region of Arkansas 
had no records of hours. It is necessary, 
in such cases, to learn by interviews the 
number of hours worked and the amount 
of time taken for lunch and for other pur- 
poses not paid for. Where workers are 
employed on a piece-rate basis, the prob- 
lem is complicated by variations in the 
worker’s productivity and in his hours of 
work each week and sometimes even each 
day. Many workers in the low-wage in- 
dustries are illiterate, have no clocks or 
watches of their own, and have only the 
vaguest idea of time consumed for par- 
ticular tasks. This may be combined 
with a tendency to exaggerate their pro- 
ductive capacity because of their desire 
to boast or because of their fear of dis- 
missal. This fear is sometimes provoked 
by the employer’s warning that unless 
the worker claimed to earn the minimum 
the law would require his dismissal. 
This falsification of records based on fear 
of dismissal was an important feature of 
the plan used by the major railroad com- 
panies for their redcaps.** Such a fear is 

48 Wage and Hour Division, Research and Sta- 
tistics Branch, “Redcaps in Railway Terminals 
under the Fair Labor Standards Act, 1938-1941, 
April, 1942,” p. 19 (mimeographed). 
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widespread, especially among Negro 
workers in the South. 

As the inspection work increased, em- 
ployers in substandard industries began 
to keep hours records, but many have 
falsified these records to conceal viola- 
tions, as in the Miller-Gebhardt home- 
work case cited above. While the Di- 
vision has instituted criminal proceed- 
ings in many cases involving falsifica- 
tion, the practice is still extensive. The 
most common falsification method em- 
ployed consists of a simple formula: to 
divide the total weekly earnings by the 
hourly minimum, and thereby arrive at 
exactly enough hours for the week to in- 
dicate compliance. These hours are then 
distributed arbitrarily for the week. 
Thus, it is not uncommon to find all the 
piece-rate employees at a logging opera- 
tion reported as earning exactly. thirty 
cents an hour, despite differences in in- 
dividual ability, in tools, and in timber. 
In the Miller-Gebhardt case the manu- 
facturer advertised as late as May, 1939, 
that experienced home workers could earn 
eight cents an hour and inexperienced 
workers could earn five cents an hour, 
but pay-roll records shown to inspectors 
disclosed earnings of exactly twenty-five 
cents per hour, the legal minimum then 
in effect, for all the employees. If true, 


4©U.S. Department of Labor, Wage and Hour 
and Public Contracts Divisions, official proceedings 
In the Matter of Miller-Gebhardt Company, Chi- 
cago, Illinois, October 18, 1939. The falsification 
of records by employers may reflect itself in some 
recent wage surveys made by the Bureau of Labor 
Statistics, which are necessarily based upon an 
examination of pay-roll records or on voluntary 
mail returns. In a survey made for the Wage and 
Hour Division in 1939-40 of loggers’ wages, based 
upon pay-roll examinations, 74.2 per cent of the 
loggers in Virginia, 88.6 per cent in North Carolina, 
and 86.4 per cent in South Carolina were reported as 
earning exactly thirty cents an hour—the legal 
minimum (U.S. Department of Labor, Bureau of 
Labor Statistics, “Earnings of Unskilled Workers in 
Four of the Lumber Industries, September, 1940,” 
pp. 8, 9 [mimeographed]). A lumber enforcement 
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it would mean that each of the scores of 
workers—children, young women, old 
men, etc.—took exactly the same length 
of time to complete each article. 

In factories using timecards the most 
common practice of falsifying records is 
to have the workers punch less than the 
actual number of hours employed. 

One of the inevitable results of the 
failure to keep records, or of the falsifica- 
tion of records, is the difficulty of com- 
puting back wages due employees who 
had been deprived of the benefits of the 
Act. While the Division has obtained 
thirty-three million dollars in restitution 
for some million and a half workers over 
the past four years,*” the sum would have 
ben far greater if accurate records had 
been available. In some cases it has been 
impossible to compute back wages be- 
cause of the inadequacy, or absence, of 
records. This has necessarily led to a 
reliance upon the memories of the em- 
ployees and employers, which does not 
often go back far enough to encompass 
accurately the entire period of under- 
payment and results in an incomplete 
collection of back wages. The difficulty 
in reconstructing hours is intensified by 
the illiteracy, high turnover, intimida- 
tion, and mobility of labor which charac- 
terize some of the worst areas of Ameri- 
can industry. This may account in part 
for the fact that 226,956 employees out 
of 888,659 reported as paid in violation 
of the Act in the fiscal year ending June 
30, 1941, did not receive any restitu- 
tion.“ 


drive by the Division in 1940 confirmed that the ma- 
jority of employers in these states had falsified their 
records to conceal wages which were below thirty 
cents an hour. 

* Radio address given by various regional direc- 
tors, October 24, 1942 (mimeographed). 

* Annual Report of the Administrator of the Wage 
and Hour Division, 1941, p. 128. 
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TURNOVER AND MIGRATION 


The work force in substandard in- 
dustries is frequently marked by a high 
degree of instability. The enforcement 
of the Act has undoubtedly served to 
stabilize labor in important areas by 
standardizing minimum-wage levels. 
Where violations are serious, however, 
high labor turnover rates as well as 
spatial migration of labor is characteristic 
and aggravates the enforcement problem. 
This is accentuated by the contracting 
which is frequently associated with such 
substandard industries. The use of large 
numbers of inefficient “shoestring” con- 
tractors, which is as characteristic of the 
lumber and associated forest industries 
as it has been of the garment industry, 
makes for turnover of the contractors as 
well as of the labor force recruited by 
them. (This labor mobility due to sub- 
standard wages is, incidentally, an im- 
portant factor in the present difficulty of 
increasing the production of lumber for 
the war effort.) 

In the preparation of civil and criminal 
suits and in seeking to obtain back wages, 
the Division has been hampered often 
by the disappearance of employees and 
employers alike. Many “independent 
contractors” have given up their “em- 
ployer” status at the first opportunity 
to obtain employment at decent wages, 
frequently as common laborers. In an in- 
vestigation made in southeast Georgia in 
July and August, 1942, at least 70 out of 
116 pulpwood contractors who had been 
in operation ten months earlier had al- 
ready terminated their operations, many 
of them to enter a near-by shipyard as 
unskilled or semiskilled laborers. 


WAGE DEDUCTIONS PROBLEMS 


Section 3(m) of the Act authorizes an 
employer to include as wages “board, 
lodging, or other facilities.” Many in- 
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dustries have for years paid wages in 
“facilities” in addition to or instead of 
cash. The custom is especially prevalent 
in lumber, mining, and textile manufac- 
turing. The administrator, authorized 
by the Act to fix the “reasonable’’ cost 
of such services, has determined that 
actual cost to the employer would be 
considered reasonable.*® 

In his last report to Congress the ad- 
ministrator has pointed out that some 
employers have regarded the term “other 
facilities” as including practically every- 
thing necessary to life and comfort.‘° 
This has served in many areas as a means 
of evading the Act. The evaluation of 
these facilities, in order to determine 
whether the employees have actually 
earned the minimum, or if the employer’s 
profit has brought earnings below the 
minimum, presents a very difficult ad- 
ministrative and enforcement problem. 
The administrator has indicated that 
elimination of the words “other facilities” 
from section 3(m) would be desirable to 
help prevent evasion of the minimum 
wage provision.* 

The “board and lodging” provisions 
of the Act, as well as the “‘other facilities” 
provision, have been abused to conceal 
violations of the minimum wage. A 
Negro lumber worker when asked how 
much he was earning replied: ““Twenty- 
one fifty a week.”’ Further questioning 
disclosed that he received twenty-one 
meals and fifty cents! In Maine a num- 
ber of paper companies charged pulp- 
wood workers eighty cents a day for 
board before the Act went into effect and 
raised it to eighty-five cents a day as soon 
as the Act became effective on October 
24, 1938. When the minimum changed 
on October 24, 1939, to thirty cents an 
hour, they raised the board to ninety 


49 Ibid., p. xii. 


5° Ibid., p. xii. 5* [bid., p. xiii. 
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cents. Similar practices were reported in 
Louisiana among a number of sugar 
plants. 

Many employers who had furnished 
free transportation to their workers began 
to charge them as much as fifty cents per 
day after October 24, 1938. Similarly, 
tools and equipment formerly supplied 
free have been used—contrary to the 
law—as a basis for deductions. 

The Atlantic Coast Line Railroad in 
1938-39 paid its maintenance employees 
twenty cents per hour, with the remain- 
ing five cents ostensibly provided in hous- 
ing, transportation, fuel, special police 
protection, etc. The court, in ordering 
restitution, found that many workers 
were charged rent for old boxcars and 
toolsheds in which they never lived; that 
all workers, including those who did not 
use them, were charged 1.2 cents for 
each working hour for using discarded 
railroad ties as fuel; that they were 
charged for water and sanitary facilities 
where none existed. The Division se- 
cured back wages of $226,000 for 6,469 
railroad’s employees.” 


SOME COURT PROBLEMS 


The United States Supreme Court 
has upheld the constitutionality of the 
F.L.S.A. in U.S. v. Darby Lumber 
Company,* but there remain many 
problems to be adjudicated on the cover- 
age of the Act, both in the lower courts 
and in the Supreme Court. 

The Supreme Court decision in Walling 
v. A. H. Belo Corporation’* has sanc- 


% John H. Williams et al., Plaintiffs, and United 
States of America, and Harold D. Jacobs, Adminis- 
trator of the Wage and Hour Division, U.S. Depart- 
ment of Labor, Interveners v. Atlantic Coast Line 
Railroad, Findings of Fact, Conclusions of Law and 
Order for Judgment, by U.S. District Judge Meekins, 
February 20, 1940, District Court of the United 
States, Eastern District of North Carolina. 


53 312 U.S. 100. 5462 Sup. Ct. 1223. 
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tioned individual contracts by an em- 
ployer with his employees which may 
seriously hamper enforcement of section 
7, the overtime provision of the Act. In 
a petition for a rehearing filed by the 
solicitor-general and the solicitor of the 
Department of Labor in August, 1942, it 
was pointed out to the Court that early 
state hours laws were nullified by pro- 
visions permitting “agreements” of this 
type. (As mentioned above, the first 
federal eight-hour law was ineffective 
for the same reason.) The government 
stated the decision would provide “a 
stimulus to the lawyers’ ingenuity” to 
develop formulas for evasion. The court 
on October 26, 1942, refused to grant a 
rehearing. The Belo decision, as pre- 
dicted, has encouraged many employers 
to make “agreements” with their work- 
ers to evade overtime payments. 

In two recent decisions the court in 
the Western District of Kentucky has 
held that home workers who, where rec- 
ords were available, “earned as low as 
fifty cents a day for a day of eight to ten 
hours work” were “independent con- 
tractors and not employees.’’* In a simi- 
lar case in Chicago, decided at about the 
same time, the court supported the Di- 
vision’s contention that the home work- 
ers were employees.‘’ 

The entire “independent contractor” 
problem, the coverage of warehouse and 
wholesale establishments and their em- 
ployees, the coverage of white-collar 
and supervisory workers and the em- 
ployees working in the assembling and 
first processing of agricultural products, 

‘sIn the Supreme Court of the United States, 


Petition for Rehearing, L. Metcalfe Walling v. A. H. 
Belo Corp., No. 622, October term, 1941. 

* Walling v. American Needlecrafts, Inc., 5 Wage- 
Hour Rept. 679 and Kentucky Cottage Industries v. 
Glenn, 39 F. Supp. 642, both W.D. Ky. 

" Walling v. Buetiner & Co., Daily News Record, 
April 28, 1942. 
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the delineation of interstate commerce, 
and the subject of waiting time and 
travel time in relation to hours worked 
are among the many problems yet to be 
clarified by the courts. Some of these 
have been the subjects of conflicting de- 
cisions in various district courts and cir- 
cuit courts. 

A considerable amount of resistance 
to the general purposes of the Act is still 
encountered in some courts. Some of the 
judges make little effort even in the 
courtroom to conceal their personal dis- 
agreement with the purposes of the Act, 
and their attitude has been reflected in 
their dealings with attorneys as well as 
witnesses and in their decisions. 

The personal view of the court may be 
of decisive importance in civil cases, 
where the judge determines whether to 
issue an injunction or restraining order. 
It can also reflect itself in the rulings on 
pretrial motions. By granting pretrial 
motions filed by violators in civil and 
criminal suits, a court may delay trial 
for as much as a year or more and there- 
by complicate the proof of violations and 
also deprive employees of the benefits of 
the Act, at least for the period of the de- 
lay. The value of such delays may be 
indicated by the experience of one large 
company which saved an estimated two 
million dollars in wages in one year by 
its successful motions in a federal court. 

Several courts have found violations 
of the Act but have denied the Division 
an injunction on grounds which do not 
appear consistent, at least to a layman, 
considering the history of injunctions as 
used against labor organizations. In a 
recent opinion a Georgia district judge 
found that a radio-station owner had 
failed to comply with the Act. The court 
also found that the defendant’s agent, 
the station manager, had induced the 
employees to turn in incorrect time re- 
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ports to conceal violations, but, in direct 
contradiction to this finding, the court 
ruled that an employer does not vio- 
late the Act “if neither the employer nor 
his agents do or say anything to cause 
the employees to keep an incorrect rec- 
ord.” The court also pointed to the de- 
fendant’s “good faith” in trying to effect 
compliance—after the Division had filed 
suit. The request for an injunction was 
denied.* 

In denying an injunction against a 
Tennessee tobacco warehouse, the court 
found that violations had occurred as 
alleged by the Division but refused to en- 


join the company from further violations . 


because it had made a “reasonable effort 
to comply.’’ The court also emphasized 
the “‘character of the directing heads of 
the Corporation.’ 

In dismissing a recent suit filed by a 
logging employee, a district court in 
Mississippi found that the defendant, 
who was the owner of the timber and also 
the operator of the sawmill, was not the 
employer of the logging crew, although 
logging in the South is normally and 
evidently was in this case an integrated 
part of the sawmill operation. The court 
held that the plaintiff worked for the 
logging boss, who appears to have been a 
typical logging woods boss or foreman, 
but whom the court classified as an “‘in- 
dependent contractor.”* The judge 
found the contractor relationship was a 
customary arrangement in the area, “‘in 
use long before the Wages and Hours Act 
was passed.” The court evidently was 


8 Walling v. Woodruff, Adanta Broadcasting Co., 
5 Wage-Hour Rept. 727 (M.D. Ga. 1942). Italics 
mine. 

59 Walling v. Lincoln Loose Leaf Warehouse Co., 
5 Wage-Hour Rept. 615 (E.D. Tenn. 1942). 


%° Gross v. Grissom, 5 Wage-Hour Rept. 498 
(N.D. Miss. 1942). 
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not impressed with the fact that it has 
been customary in Mississippi and else- 
where chiefly because it has been a means 
of exploiting labor and evading the re- 
sponsibilities of the employer; that such 
contracting has been to a considerable 
degree responsible for those “labor con- 
ditions detrimental to the maintenance 
of the minimum standard of living,” 
which Congress sought to remove by 
passage of the F.L.S.A. 

Criminal suits have been instituted 
where wilful violations, usually coupled 
with falsification of records, occur. The 
maximum penalty for “wilful” violation 
is a $10,000 fine on each count, with pro- 
vision for imprisonment of six months if a 
defendant is convicted more than once. 
To this writer’s knowledge the prison 
sentence has been imposed in only one 
case, resulting from violation of an in- 
junction in a civil suit. 

The maximum fine is rarely imposed, 
even where employers have been found 
guilty on numerous counts of violating 
various sections of the law and falsifying 
records. As of June 30, 1941, a total of 
$99,767 in fines had been paid in ninety- 
five criminal cases. The usual fine on 
individual defendants has been rarely 
more than $100 on each count even in the 
most flagrant types of cases. Thus, 
Federal Judge Harry Kalodner at Phila- 
delphia in October, 1941, told five ap- 
parel manufacturers who had been con- 
victed on a charge of failing to pay their 
workers the minimum wage and other 
violations that they were “endangering 
our democratic system of Government” 
but levied fines totaling $900 against all 
five of the defendants.* In October, 


&« Annual Report of the Administrator of the Wage 
and Hour Division, 1941, p. §2. 


62 Daily News Record, October 6, 1941. 
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FOUR YEARS OF THE FAIR LABOR STANDARDS ACT OF 1938 


1942, Federal Judge George A. Welsh, 
at Philadelphia, after hearing testimony 
from an inspector of the Wage and Hour 
Division that the Jean Sportswear Com- 
pany had paid their employees as little as 
seven cents per hour, and had falsified 
their records to show employees working 
only twenty hours instead of the actual 
forty hours per week, fined the defendant, 
who had pleaded guilty, $15 on each 
count or a total of $240. The judge re- 
marked: “This petty chiseling has got 
to stop.’ 

The relatively light fines levied by the 
courts in criminal cases may account to 
some degree for the continuing large 
number of wilful violations in all sections 


% Ibid., October 8, 1942. 
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of the country. One of the most widely 
publicized communications received by 
the Division in support of the Act stresses 
the need to secure heavier penalties 
against violators. In a telegram to the 
administrator, dated June 18, 1940, E. 
Shaw Cunningham, president of the Dal- 
las (Texas) Cotton Mill Company, wrote: 

The Wage and Hour law as it now stands is 
not a handicap to any manufacturer large or 
small north or south stop It is the only pro- 
tection we have against the notorious uncon- 
scionable chiselers who formerly ran unbridled 
at the expense of his labor his community his 
stockholders and his competitors stop My feel- 
ing is violators of this law should be forced to 
serve sentence in a common jail rather than be 
permitted to pay a paltry fine. 


U.S. DEPARTMENT oF LABOR 
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THE DILEMMA OF THE CLOSED SHOP 


JOHN V. SPIELMANS 


E issue of the so-called “closed 

| shop” has of late become one of 

the liveliest on the economic front 

in the United States, giving rise to an 

ever growing number of disputes, and of 
peculiarly stubborn disputes at that. 

In this article an attempt is made to 
analyze the nature of the issue, to con- 
front arguments for and against it, to ex- 
plore possibilities for a legislative settle- 
ment, and to survey the instances of ac- 
tual and proposed closed-shop legislation 
in recent times. 


I. SOME FACTS CONCERNING 
THE CLOSED SHOP 


Under the term “closed shop” a con- 
siderable variety of arrangements is sub- 
sumed. 

In its strictest form, which is the closed 
shop proper, the employer may hire only 
members of the union in question, some- 
times being allowed to choose only from 
alist of available members submitted by 
the union, or, less stringently, to hire any 
union member he can get. 

In its “inclusive” rather than “exclu- 
sive” form, more properly termed the 
“union shop,” the employer is obliged to 
make it a condition of employment that 
any worker he hires must join the union, 
either at once or after a certain short, 
specified period, with the further under- 
standing that he must dismiss any work- 
er who, for one reason or another, has 
ceased to be in good standing with the 
union. 

Further down the line of stringency 
stand the various forms of “preferential 
union shop” under which the employer is 
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to hire union members in preference but 
not to the exclusion of qualified nonmem- 
bers or under which he is to continue only 
certain jobs as union jobs. And, finally, 
there is the more defensive “union main- 
tenance” or “union security” contract 
(of which much is heard these days) un- 
der which the employer is to require con- 
tinued union membership as a condition 
of employment only for those employees 
who belonged to the union at the time 
the agreement was made or who join the 
union voluntarily during the life of the 
agreement." 

The common feature in all these ar- 
rangements is that it is the employer 
who, by making it a condition of employ- 
ment, is responsible for union member- 
ship of the workers. A closed-shop con- 
tract is thus the exact opposite of the 
once popular but now outlawed “yellow- 
dog contract,” under which the employer 
compelled the worker, as a condition of 
employment, not to join the union, ex- 
cept the company union, if any. 

Closed-shop agreements? have been 
widely used in the United States, espe- 
cially in certain industries.’ It is, how- 


* For a somewhat fuller account of the various 
forms of closed-shop agreements see “Closed Shop 
and Check Off in Union Agreements,” Monthly La- 
bor Review, October, 1939, pp. 830 ff. 


? Here and throughout the following the term 
“closed shop” is used generically to signify any one 
of the various arrangements under which union mem- 
bership is required as a condition of employment. 


3 In 1939 the Bureau of Labor Statistics reported 
that more than half of the seven thousand current 
union agreements on file with the Bureau contained 
provisions requiring that all employees be members 
of the union. At that time the Bureau estimated 
that about three million organized workers were un- 
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ever, only in recent times that the de- 
mand for the closed shop is being raised 
and insisted upon ever more widely and 
in ever more industries.* 

The reason for this increase in closed- 
shop disputes, as also the reason for the 


der closed-shop contracts (Monthly Labor Review, 
loc. cit.). According to the latest figures, the num- 
ber of workers under closed-shop contracts during 
1941 is estimated at four million (in addition to 
which are large numbers under “virtual” closed- 
shop conditions, notably the railroad employees and 
the longshoremen on the Pacific Coast). These four 
million under formal closed-shop agreements are 
said to represent 40 per cent of all workers under 
collective agreements. However, only 30 per cent of 
all employees (inclusive of clerical, technical, and 
professional) are at present under union agreement; 
therefore about 12 per cent of all wage-earners in 
the United States were under closed-shop agree- 
ments in 1941 (Florence Peterson, “Extent of Col- 
lective Bargaining,” Monthly Labor Review, May, 
1942, pp. 1066 ff.). Closed-shop conditions are most 
widespread in the coal-mining industry (which is 
now almost roo per cent closed shop) in the clothing 
and printing industries, and among the organized 
construction workers. The signing of a closed-shop 
agreement by Henry Ford (June, 1941) marked a 
first breach in the solid anti-closed-shop front of the 
great mass-production industries. 


4 The strike statistics of the Bureau of Labor 
Statistics do not reveal the distribution of strike is- 
sues among industries. Taking all industries to- 
gether, the percentage of closed-shop strikes has 
risen from an average of about 7 per cent per year 
for the years 1927-33 to an annual average of 12 
per cent for the years 1934-40; that of workers in- 
volved from an average of about 2 per cent per year 
between 1927 and 1933 to about 12.5 per cent per 
year between 1934 and 1940 (calculated from annual 
strike statistics of the Bureau of Labor Statistics, 
Monthly Labor Review, May issues of the respective 
years). Senator Bridges, in a pamphlet on the pres- 
ent closed-shop drive, makes public a letter by Ches- 
ter Wright, author of a “Washington Labor Letter” 
and “a close confidant of John L. Lewis”: “A na- 
tional drive to enforce the closed shop is under way; 
a drive for the closed shop in every industry and 
every plant is the immediate objective of organized 
labor wherever the issue can be forced without en- 
dangering past gains That is the coming big 
labor issue in defense industries. It is the one on 
which strikes will hinge” (Closed Shop Drive Threat- 
ens National Defense Program: Extensions of Re- 
marks of Hon. Styles Bridges of New Hampshire in 
the Senate of the United States, September 29, 1941, 
P. 4). 


peculiar difficulty in settling them, seems 
fairly obvious. The demand for the 
closed shop, so the figures appear to say, 
has increased with the strengthening of 
the unions’ position and the growth of 
collective bargaining under the protec. 
tion, on the one side, and the compulsion, 
on the other, of the Wagner Act. But, 
while having surged up under the new 
labor law of the land, the closed shop as 
such has remained largely outside the 
law, being, on the whole, neither forbid- 
den nor required by law. A closed-shop 
dispute, therefore, cannot be settled by 
adjudication by any labor board, since 
in the absence of a law there is no basis 
for adjudication. Nor is there, in gen- 
eral, any objective basis on which a 
closed-shop dispute can be impartially 
arbitrated—as is frequently the case in 
wage disputes—since it is the very prin- 
ciple involved which is controversial, 
with no consensus even of intelligent 
public opinion;’ therefore an arbitrator 
in a closed-shop dispute could rarely do 
more than follow his own personal bias 
in the matter or else render his award on 
the ground of reasons of expediency ap- 
plying only to the particular case but not 
to the issue as such. 

For ali these reasons the need for a 
legislative clarification of the national 
policy toward the issue is making itself 
more and more felt. To prepare for the 

5 In fact, public opinion at large seems at present 
unfavorable to the closed shop. According to a Gal- 
lup poil taken in June, 1937, 59 per cent of the voters 
were opposed to the closed shop, 28 per cent in its 
favor, and 13 per cent undecided (that is, of those 
with an opinion on the subject, two-thirds were op- 
posed to the closed shop). By October, 1941—@p- 
parently under the influence of public exasperation 
over strikes in defense industries, which in itself had 
of course nothing to do with the merits of the closed 


shop—77 per cent voted against, and only 13 per 
cent for, the closed shop, with ro per cent undecided. 


¢ This point was strongly urged by Dr. William 
Leiserson of the National Labor Relations Board in 
a lecture delivered at the College of the City of 
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THE DILEMMA OF THE CLOSED SHOP 


discussion of that question, we shall first 
consider the arguments for and against 
the closed shop made by its advocates 


and opponents. 


Il. ARGUMENTS FOR AND AGAINST 
THE CLOSED SHOP 


The basic argument for all-inclusive 
unionism may be said to be this: in a 
capitalistic society, where profit is the 
prime mover of industry, labor can win 
its fair share of the social product only 
through solidarity, that is, through or- 
ganization. Under the prevailing condi- 
tion of permanent oversupply of labor 
the fight for higher wages, shorter hours, 
for improved working conditions, and for 
increased security lies largely through 
labor’s power to withhold itself from the 
jobs, that is, through strikes, actual or 
potential. For this fight solidarity, dis- 
cipline, and funds are needed—funds 
which, coming from the masses of the 
workers, can become sufficiently large 
only if everyone contributes his share. 
Hence the selfish, shortsighted worker, 
unmindful of the needs of his class and of 
his own ultimate advantage, must, in 
justice to his class, be compelled to join 
the unions even against his own wishes. 
Such compulsion of the worker to con- 
tribute his share to the union is often 
likened to the unquestionably necessary 
compulsion of the individual to pay taxes 
to the government.’ 

Where collective bargaining through a 
union has become established—either 
through the union’s own efforts or under 
the compulsion of the Wagner Act—the 
closed-shop argument takes on the sim- 


New York, on February 18, 1942 (published by the 
Bureau of National Affairs, Inc., Washington, D.C.). 


This often-heard argument was used only re- 
cently by Professor D. Lescohier of the University 
of Wisconsin in the University of Chicago Round 
Table broadcast, “Labor Policies in Wartime,” Feb- 
Tuary 8, 1942. 
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pler, more immediate formulation: that 
for workers who benefit by a union agree- 
ment it is only fair to pay their share to 
support the union. 

A further strong reason for the unions 
to insist on the closed-shop clause in 
agreements is that collective-bargaining 
rights must be continually safeguarded, 
since otherwise they are easily lost again 
through the employer’s hiring of non- 
union men, through members’ dropping 
out of the union, or through the drives of 
rival unions. 

Directly connected with this is an- 
other reason for closed-shop clauses and 
one which has greatly gained in impor- 
tance in connection with the present 
schism in the American labor movement: 
a closed-shop agreement, namely, is one 
of the strongest weapons in rival union 
warfare through which a union can make 
it next to impossible for its rival to 
gain a foothold in the plant or industry. 

Altogether, a closed-shop contract 
saves the unions their otherwise perpetu- 
ally necessary organizational efforts and 
leaves them free to apply themselves to 
their more truly constructive tasks. 
From this point of view the closed shop 
may be desirable also for the employer. 
Matter-of-course union membership of 
all employees, namely, eliminates the 
continual disturbance of union agitation 
and membership drives. Moreover, with 
a closed shop securely established, an em- 
ployer may enjoy greater stability also in 
other respects; for “a union relieved of 
the necessity of appealing to the workers 
through promise of better and better 
employment terms may be less likely to 
present ever new and perhaps unreason- 
able demands as to wages, hours, and 
working conditions.’”* 


8 These last two arguments are presented in the 
afore-mentioned article on the closed shop in the 
Monthly Labor Review, October, 1939, p. 830. 
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Coming next to the arguments against 
the closed shop, there is, first of all, the 
very general, very basic one: that for 
any man or woman to be forced, under 
penalty of losing their livelihood, to join 
and support a private organization is a 
flagrant violation of the basic rights of 
the individual in our democratic Ameri- 
can society. In the language of congres- 
sional oratory: through the closed shop 
“the God-given, the constitutionally 
guaranteed right to earn a livelihood has 
been denied to hundreds of thousands of 
American citizens”; “the privilege of the 
unions to sell licenses to work” amounts 
to “taxing of American citizens by extra- 
legal organizations” and is “‘to be likened 
to the tribute-levying activities of the 
Barbary pirates which were supposed to 
have been ended by Perry”; that 
through their closed-shop contracts the 
unions “chain the workers to the oars of 
their galleys.’”*° 

Other arguments against the closed 
shop are directed not so much against 
the usurpation as such of compulsory 
powers by private organizations as 
against the malpractices and abuses of 
the organizations laying claim to such 
compulsory powers. 

There are, first, the often unreason- 
able or even exorbitant initiation fees, 
dues, and assessments exacted by many 
unions.” 

Second, there is the unlimited power 
of the unions to exclude or expel workers, 
which power, under closed-shop condi- 

» Representative Clare Hoffman (Mich.) on the 
floor of the House, November 6, 1941, and Septem- 
ber 19, 1941, respectively. 

#° Senator Styles Bridges (N.H.) on the floor of 
the Senate, September 19, 1941. 


In a letter written to President Roosevelt 
(March 14, 1941) Representative Howard Smith 
(Va.) claims that, according to information obtained 
by him, initiation fees ranged from $23 to $1,500 
(letter placed into the Congressional Record, Decem- 
ber 2, 1941). 
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tions, means the power to deprive them 
of their jobs. (In fact, excessive initia. 
tion fees often constitute in themselves 
an effective principle of exclusion from 
jobs.) 

Next there is, what is particularly ob- 
jectionable in connection with the high 
contributions exacted, the failure on the 
part of many unions to account regularly 
for the funds collected from the mem- 
bers, together with the well-known fact 
that these funds are widely used for pur- 
poses having little if any bearing on the 
economic interests of the members, no- 
tably for political campaigns; or, worse, 
going simply into the pockets of the 
union bosses and their henchmen in the 
form of exorbitant salaries and expense 
accounts or otherwise. 

In conjunction with these is the fur- 
ther fact—of late repeatedly brought into 
the open—that not infrequently union 
officers even in high positions, far from 
being bona fide labor leaders, are simply 
large-scale racketeers whose sole interest 
in the “union business” is their “profit,” 
which they often find by playing labor 
and employers against each other; and 
that these racketeer bosses, even where 
known as such, are often hard to dis- 
lodge, because, having once wormed or 
battered their way into high union office, 
they perpetuate themselves in this posi- 
tion by preventing free and honest elec- 
tions, or any elections whatever, through 
bribery and through outright terror 
against the opposition. And while any- 
body familiar with the facts will grant that 
many unions are free from at least the 
more flagrant and vicious of these abuses, 
still, these abuses are so widespread and 
so well known as to arouse keen resent- 
ment against the power of the unions, 
tainted as they are with corrupt practices, 
through closed-shop agreements to com- 

pel the support of all workers. 
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In recent times one thing has added 
considerably to public resentment of the 
closed shop, namely, the charge that the 
federal government has aided and in- 
dorsed the closed shop by granting it in 
one form or another on many govern- 
ment construction works and through 
the “union-maintenance policy” of the 
National War Labor Board. The charge 
of fascism and naziism has repeatedly 
been made against such governmentally 
imposed compulsory unionism.” 

A dilemma indeed thus seems to pre- 
sent itself in this issue of the closed shop: 
well established in some industries where 
trade-unionism has been functioning 
most successfully; unyieldingly insisted 
upon as necessary for effective unionism 
by most labor leaders; advocated as fair 
and just also by many well-informed in- 
tellectuals within and without the gov- 
ernment; on the other hand, denounced 
as wholesale extortionism and tyranny 
unbecoming a democracy by many legis- 
lators and writers; unpopular also with 
the public at large; and with national pol- 
icy uncertain and equivocal, seeming to 
favor it in deeds while disavowing it in 
words. 

How, then, can one hope to find a 
common basis for a legislative settlement 
of this controversial issue? 


Il. A THEORY OF THE CLOSED SHOP 


In searching for such a basis, we shall 
contemplate the issue some more in its 
broader socioeconomic aspects. 

There we have, first, to realize that the 


"This view that the governmentally indorsed 
closed shop, if established, would constitute a Fascist 
form of organization was poignantly expressed by 
President Roosevelt in his letter to John L. Lewis 
(November 14, 1941) concerning the latter’s insist- 
ence on the closed shop in the captive coal mines: 
“The government of the United States will not con- 
sider, nor will Congress pass legislation ordering a so- 
called closed shop... . . That would be too much 
like the Hitler methods towards labor.” 


parties involved are not merely the two 
traditional antagonists in labor disputes 
—labor and capital—but four, or more: 
(1) the unions (split into jealous rival 
factions and hence frequently forming 
two opposing parties), (2) the workers, 
(3) the employers, and (4) the govern- 
ment. The unions are trying to compel 
the workers to join by having the em- 
ployers make union membership (more 
particularly membership in a particular 
union) a condition of employment; while 
the government, actually or potentially, 
sets the rules of the game." 

Now this question arises in our mind: 
why is it that the American labor unions 
—in contrast to unions in other countries 
with equally vigorous labor movements 
—are so insistent on applying the pres- 
sure method of the closed shop to assure 
themselves of the workers’ membership? 
Apparently this must be, because without 
such pressure the workers do not readily 
join the unions, or, having joined, they 
easily drop out again if permitted to do 
so. 
In former days this fact was quite gen- 
erally blamed on the deterring effect of 
the ruthless antiunion policy of many 
employers and on the risks attending 
union membership in the form of loss of 
job and black-listing. Accordingly, the 
closed shop was and could be regarded 
as chiefly a device to protect and safe- 
guard a union position once conquered 
against the employers’ antiunion machi- 
nations. 


13 Where, as is frequently the case, the employer 
signs a closed-shop contract only under pressure 
from the union, the compulsion is more roundabout, 
for in that case the union compels the employer to 
compel the workers to join the union. And again 
where—as is lately said to be happening—the unions’ 
demand for the closed shop is indorsed by an authori- 
tative government agency, the path of compulsion 
is even more circuitous, for in that case (as has been 
pointed out repeatedly, e.g., by Mr. Westbrook Peg- 
ler) the unions compel the government to compel the 
employers to compel the workers to join the unions. 
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Seven years of Wagner Act operation, 
however, seem to reveal that the fear of 
the employer was not the only motive in 
the workers’ reluctance toward the 
unions. Otherwise, safe and free to join 
under the effective protection of the 
Wagner Act, the workers should have 
flocked into the.unions so generally as to 
render the coercive device of the closed- 
shop agreement rather less than more 
urgent. 

A number of reasons can, indeed, be 
given which in their entirety may well 
account for the reluctance of American 
workers toward union organization. 
There is, first, the cherished tradition of 
self-reliance and single-handed action of 
the American frontiersman. Next, there 
is the absence of a genuine class con- 
sciousness, notably of Marxian “proletar- 
ian” class consciousness, due, on the one 
side, to the high fluidity of classes in the 
new country and, on the other, to the 
heterogeneous backgrounds and stand- 
ards of the many racial and national ele- 
ments which constitute the American 
working class. Again there is, bred out 
of the essential optimism of the “Ameri- 
can Dream” and thus closely related to 
the just-mentioned fluidity of classes, a 
certain short-viewed opportunism on the 
part of the workers, disposed to join a 
fight for an immediate goal only but un- 
interested in long-range aspects and in 
socioeconomic theories and ideologies, 
and thus indifferent or even averse to 
sustained organized effort. Last but not 
least, there is the long record of wide- 
spread malpractice and violence on the 
part of many unions which through the 
years has built up an equally widespread 
antiunion resentment among large groups 
of workers. 

Seen in this light the American labor 
movement appears, indeed, to have been 
waging a two-front war: on the one front 
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it has battled against hostile employers 
trying to prevent unionization of their 
shops and industries; on the other it has 
struggled against the unwillingness among 
the workers to join. In the days before 
the Wagner Act the fight on the em. 
ployers’ front largely obscured the work- 
ers’ front; that is, a universal desire on 
the part of the workers to organize, 
thwarted or held in check only by the 
employers’ hostility was generally taken 
for granted. The new orientation of the 
national industrial policy under the Wag- 
ner Act, however, has changed this situ- 
ation quite basically. For through this 
Act—to pursue the simile further—the 
federal government entered the fight on 
the side of the unions and, after some 
years of hard going, won the unions’ 
battle on the employers’ front. With the 
clamor of that battle subsiding, the 
workers’ front as the unions’ chief re- 
maining line of fighting has moved into 
clearer view. The closed shop in particu- 
lar, no longer seriously needed to combat 
employers’ antiunion policies, has thus 
turned more and more into a weapon to 
coerce the workers into the unions—not 
against the will of the employers but 
against their own will." 

"+s The fact that the closed-shop issue has taken 
on a new and different meaning since the outlawing 
of antiunion policies on the part of the employers 
under the Wagner Act seems as yet little appreci- 
ated. Thus Florence Peterson, of the Bureau of La- 
bor Statistics, in a recent article (op. cit., p. 1069) 
comments as follows on the present increase in the 
“demand for greater union security by way of the 
union shop”: “The expressed intent of the labor 
movement as a whole [is] to become established firm- 
ly and permanently in the industrial system. The 
leaders of organized labor, recalling the ‘open shop 
drives after the last war, which caused a collapse 
of unionization in many industries, were convinced 
that the fullest measure of security must be ob- 
tained to avoid a similar situation in the coming 
period of post-war readjustment.” This argument 
completely disregards the reorientation of the ns- 
tional policy with regard to labor unions, which 
would seem to preclude any recurrence of the open- 
shop drives of the twenties. 
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In passing and enforcing the Wagner 
Act, the federal government clearly ex- 
pressed the idea that it regarded trade- 
unions and collective bargaining as essen- 
tial to the effective functioning of the 
American industrial system; so essential, 
indeed, that where the unions could not 
overcome the employers’ resistance 
through the efforts of the labor leaders 
alone the government would lend its su- 
perior powers of compulsion against such 
employers. This coercion was felt to be 
in line with democratic ideals, the mere 
clearing-away of unfair money power, 
the “restoring of the equality of bargain- 
ing power.” 

But what about compulsion to be used 
against workers unwilling to join the 
unions? Totalitarian regimes, with their 
emphasis on the needs of the whole rather 
than the individual, have, without scru- 
ple, taken the step of governmentally re- 
quiring all workers to join the totalitar- 
ian equivalents of labor organizations. 
Toa democracy such outright regimenta- 
tion of the individual as well as of the 
unions is repugnant and unacceptable. 
However, there is the long-used method 
of the closed shop through which the 
unions, not the government, can effec- 
tively compel unwilling workers to join. 
By permitting, or even encouraging, the 
use of the closed shop, is the government 
violating democratic principles and 
ideals? 

It seems to us that if national policy 
is actively in favor of representative or- 
ganization of labor as essential to the 
stability and efficiency of our industrial 
society, and if workers remain reluctant 
toward union organization, that the good 
of society (which is also the good of the 
workers) might well require a certain 
pressure to be applied with government 
sanction to make the workers join their 
unions, just as it was found necessary to 





apply direct governmental pressure to 
make the employers recognize and bar- 
gain with the unions. Only in that case 
the government must, in justice to the 
workers as well as in the name of civic 
decency, assume responsibility for the 
reasonable and honest conduct of the 
unions which the workers are thus com- 
pelled to join. 

For—and here we come to the root of 
much needless misunderstanding, a se- 
mantic misunderstanding, indeed—to fa- 
vor and promote Trade-Unionism, that 
is, to promote organized bargaining for 
the wage-earners through representative 
organizations of the wage-earners, em- 
phatically cannot be identical with favor- 
ing and promoting every actual Ameri- 
can trade-union, international or local, 
A.F. of L. or C.1.0., just as they are 
among us here and now in the flesh, af- 
flicted with all the weaknesses inherent 
in human nature and human organiza- 
tion in general, and additionally inherent 
in the militant organization of the mass- 
es, which, through their very size and ex- 
tent, combined with the economic help- 
lessness of their individual members, of- 
fer a most dangerously fertile ground for 
the most dangerously lucrative rackets. 

The idea that governmental protec- 
tion and sponsorship of the unions, and 
in particular, official tolerance or even in- 
dorsement of the closed-shop policy of 
such unions, implies the need for govern- 
mental responsibility—for the conduct of 
the unions has of late become widely rec- 
ognized and advocated in the press, on 
the floor of both houses of Congress, and 
in many legislative bills designed to regu- 
late the unions. 

But so far this idea continues to be 
strongly resisted, chiefly by union leaders 
and by their unconditional supporters 
within and without the government (the 
latter perhaps partly under the influence 
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of the just mentioned “semantic confu- 
sion’’). Suspicious of all legislative regu- 
lation as equivalent to capitalistic repres- 
sion and jealous of their tradition of inde- 
pendence, the unions continue to insist 
on their right as private organizations to 
manage their affairs as they see fit, free 
from “governmental meddling and regi- 
mentation.” 

This attitude of the unions, however, is 
by now a sheer anachronism, out of keep- 
ing with their actual status in our present 
social organization. For, having secured 
for themselves all the manifold govern- 
mental help and protection under the na- 
tional and several state labor relations 
acts, the unions have truly ceased to be 
“private organizations” and have be- 
come quasi-public institutions instead. 

Indeed, governmental labor relations 
boards, maintained by public taxes and 
with the coercive powers of the courts 
behind them, are operating to insure rec- 
ognition of the unions by the employers 
for purposes of collective bargaining; to 
adjudicate complaints over nonrecogni- 
tion and other discriminatory antiunion 
policies; to issue, and through the courts 
to enforce, orders against such practices; 
and to assess damages in the form of 
back-pay awards. More than that, these 
governmental boards officially assist la- 
bor to decide upon “representatives of its 
own choosing” by certifying majorities, 
by conducting governmentally regulated 
and. governmentally supervised elections 
to determine a majority, and by prohib- 
iting minority groups from bargaining 
separately with the employer. Still 
more, in case of labor’s disagreement as 
to bargaining units (frequently engen- 
dered by conflicting A.F. of L. and 
C.I.0. diplomacy), these governmental 
boards have to determine for labor in 
what units it is to be represented— 
whether craft, plant, industrial units, em- 
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ployer units, or still others. To appreci- 
ate how very far from the status of “pri- 
vate organizations” the unions have 
moved under this Wagner Act machin- 
ery, one need only compare their situa- 
tion to that of more truly private organi- 
zations—churches, political parties, sci- 
entific associations, Rotaries or Elks, or 
college fraternities—to whom the gov- 
ernment certainly renders no similar as- 
sistance against external or internal diffi- 
culties. 

The first step, therefore, toward a solu- 
tion of the closed-shop problem would 
seem to be the clear recognition and can- 
did admission on the part of all sincere 
advocates of trade-unionism in the 
United States that the governmental 
sponsorship of the unions under the Wag- 
ner Act requires as its counterpart a 
measure of governmental regulation of 
the unions that will safeguard the 
interests of the workers against union 
malpractices, where compelled through 
closed-shop agreements to join the unions. 

The next question, then, would be in 
what respects and through what means 
such regulation could best be achieved. 
As to that, opinions would hardly differ 
widely. 

First, to prevent arbitrary, undemo- 
cratic, or dishonest leadership, there 
should be a guaranty of regular and hon- 
est election of union officers, with safe- 
guards for uncoerced nomination of can- 
didates and uncoerced voting by secret 
ballot. To achieve this, it might be 
enough to expand the present functions 
of the labor relations boards, which now 
handle complaints against employers and 
elections of bargaining agents, so as to 
empower them to handle also complaints 
by union members against union officers 
concerning obstruction of regular elec- 
tions, and, if necessary, to conduct and 
supervise such elections. 
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Second, unions should be required to 
give certified specific accounts at regular 
intervals showing the manner in which 
union funds were used." Again, the labor 
relations boards could be empowered to 
handle complaints of members against 
officers who fail to give satisfactory ac- 
counts. 

Such safeguarding of regular elections 
and accounting would go a long way to- 
ward removing public distrust against 
the “union racket.” But it should not be 
enough to entitle a union to make closed- 
shop agreements. As to that, further 
safeguards are needed. 

There is, first, the question of the con- 
tributions which a union exacts, notably 
in the form of initiation fees. Where 
union membership is voluntary (i.e., not 
required as a condition of employment), 
the question of contributions may per- 
haps be left to the unions, for the work- 
ers’ self-interest would keep them from 
paying too high a price for the benefits 
of union membership, which tendency, 
according to time-honored economic 
laws, would presumably operate to keep 
fees and dues from becoming excessive. 
But where a worker is forced to pay what 
the union charges in order to obtain a 
job, the question of fees and dues should 
obviously not be left to the unions but, 
like rates charged by railroads or other 
public utilities of monopolistic character, 
should become a question of distinctly 
public concern. 

Second, there is the question of the 
unions’ powers over admission and expul- 
sion of members. Where a union is a 
mere private benefit association, it 


‘SOn this point there seems to be considerable 
consensus. A recent Gallup poll (October 30, 1941) 
on the question: ‘Do you think labor unions should 
be required to make yearly public reports of the 
money collected and spent?” showed 87 per cent in 
favor, 6 per cent opposed, and 7 per cent with no 
opinion. 


should naturally be free to be as exclusive 
as it pleases. But where such an exclu- 
sive union makes closed-shop agree- 
ments, in debarring a man from union 
membership it debars him from a liveli- 
hood at his trade, which, again, is a mat- 
ter of considerable public concern. Sim- 
ilar in its effects is the policy of the 
unions to expel or suspend a member for 
“breach of union discipline” or similar 
charges (e.g., for having worked Satur- 
days without overtime pay or for less 
than union wages or for having traded 
at a place declared as “unfair to organ- 
ized labor’ by some affiliated union). 
Under closed-shop conditions, under 
which the employer must discharge a 
man no longer in good standing with the 
union,” the union’s power to penalize a 
man for “breach of union discipline” 
thus amounts to no less than firing him 
and putting him on a black list reaching 
as far as the closed-shop agreement or 
further. For an employer to fire and 
black-list a man for union activity is now 
an “unfair labor practice,” with labor re- 
lations boards ready to reinstate him 
with back pay if found to have been un- 
fairly dismissed. For a union to fire and 
black-list a man for “breach of union dis- 
cipline” may be as unfair and certainly 
as disastrous for the man concerned. 

It thus appears that where a union 
makes closed-shop agreements its powers 
to debar workers from membership must 
be limited so as to safeguard the workers 
against arbitrary or unfair denial of their 
right to work. The most natural way to 
achieve this would seem, first, to subject 
the union’s general membership rules and 


*6Occasionally the closed-shop clause in agree- 
ments provides that the employer must be given a 
complete account of the case of the employee to be 
dismissed for loss of union standing or must be al- 
lowed some part in the decision to expel a member 
from the union (Monthly Labor Review, October, 


1939, P. 831). 
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policies to the approval of labor relations 
boards and, second, to empower these 
boards to receive and investigate and 
take affirmative action upon complaints 
of workers who have lost their jobs 
through loss of union standing under a 
closed-shop agreement. 

There remains an important question: 
granting the desirability of regulating 
the unions in some such manner as here 
suggested, would the proposed measures 
not be too cumbersome to administer and 
too difficult to enforce? Would it not re- 
quire, most of all, too much unwelcome 
regimentation to promise success? We do 
not think so. On the contrary, we believe 
that all these several regulations of the 
unions here advocated—guaranties of 
regular elections and regular accounting 
and, for unions with closed-shop agree- 
ments, additional guaranties as to con- 
tributions and membership policies— 
could be enforced with a minimum of in- 
terference and compulsion. If, namely, 
a union objects to being so ““meddled and 
interfered with” and insists on its rights 
as a private organization to run its own 
affairs, the answer would be very simple. 
Any union may remain as private as a 
country club or a sewing circle—free to 
elect or not to elect officers; free to charge 
what fees it pleases and to account or 
not to account for funds collected (pro- 
vided the members are satisfied with 
such arrangement); free also to exclude 
anyone it likes to. Only, being thus 
strictly “private,” such union would 
have no access to the special legal facili- 
ties of the publicly supported govern- 
mental labor relations boards to handle 
its complaints against employers’ non- 
recognition, to conduct its elections of 
bargaining agents, or to settle its squab- 
bles with rival unions over bargaining 
units and bargaining rights. Nor would 
such merely private unions be allowed to 
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compel the workers’ membership and to 
operate an unregulated job monopoly in 
the form of a closed-shop agreement. 

This possibility of automatic self-en- 
forcement of union regulation through 
the limitation of “Wagner Act status” to 
certain “Wagner Act standards” seems 
to indicate the inherent adequacy of the 
proposed measures. 


1V. ENACTED AND PROPOSED LEGISLA- 
TION TO REGULATE THE 
CLOSED SHOP 


We shall next discuss instances of 
enacted and proposed legislation in the 
United States directly or indirectly to 
regulate the use of the closed shop. 


ENACTED LEGISLATION 
First to be mentioned here is the clause 
in the Railroad Labor Act of 1934, ac- 
cording to which “no carrier, its officer or 
agent, shall require any person seeking 
employment to sign any contract or 
agreement to join or not to join a labor 
organization.’”*’? This law, which pre- 
ceded the Wagner Act by one year, thus 
prohibited for the railroad industries 
what the Wagner Act was next to forbid 
for all “interstate” industries, namely, 
the “yellow-dog” and the company- 
union contract. But the Railroad Act 
forbade, in addition, the formal require- 
ment of membership in any labor organi- 
zation as a condition of employment, 
that is, the closed-shop agreement. 
This prohibition of the formal closed 
shop notwithstanding, the railroad indus- 
tries are, nevertheless, on a virtual closed- 
shop basis; that is, the employees join 
the unions almost without exception and 
as a matter of course, because among 
them this is regarded as the thing to do 
(a situation similar to that in the British 
and the Swedish trade-unions). 


"7 Public No. 442 (73d Cong., 2d sess., 1934 
[H.R. 9861]), sec. 2: “General Duties,” Fifth. 
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From this it might appear that right 
here we have the best solution of the 
whole problem: prohibit the coercive 
“eondition-of-employment” clause and 
put it up to the unions, fully protected 
in their rights by the Wagner Act, to 
make themselves so valuable to their 
members and to conduct themselves so 
fairly and honestly that the workers, like- 
wise fully protected by the Wagner Act 
against old-time antiunion persecution, 
will want to joint the unions as a matter 
of course. 

Such voluntary virtual closed shop in- 
stead of the coercive formal closed shop 
would, of course, be the ideal solution. 
Yet it must also be realized that many 
American industries are hardly ripe for 
this scheme. Labor relations in the rail- 
road industries, long regulated through 
steadily improved legislation, stand in- 
deed considerably above those in most 
other industries: collective bargaining 
firmly established, with the National 
Meciation Board at the ready disposal 
of the parties; adjudication of grievances 
by permanent quasi-judicial boards ef- 
fectively operating; and strike procedure 
adequately and fairly regulated. In 
sharp contrast to this near-ideal situa- 
tion, unionization and collective bargain- 
ing in many other industries even under 
the Wagner Act have remained precari- 
ous and fraught with friction and mutual 
distrust, with union methods in general 
and strike procedure in particular largely 
irregular and with the reluctance of the 
workers toward sustained, matter-of- 
course union membership unabated. 
Hence, as long as public policy is in favor 
of increasingly complete and representa- 
tive unionization, a premature prohibi- 
tion of the closed shop might indeed not 
be desirable because it likely might lead 
to deterioration of unionism in many in- 
dustries, 
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Next to be considered are the restric- 
tions placed upon the closed shop by the 
National Labor Relations Act. There is, 
first, the just-mentioned prohibition of 
the closed company-union shop under 
which employees were required, as a con- 
dition of employment, to join the em- 
ployer-dominated employees’ union.” 
But, contrary to widespread opinion, the 
Act places restrictions also on the use of 
closed-shop agreements with regular la- 
bor unions. On the one hand, it is true, 
the Act emphatically asserts that, while 
it is an unfair labor practice for an em- 
ployer to encourage or discourage mem- 
bership in any labor organization, “‘noth- 
ing in this Act . . . . or any code or agree- 
ment approved or prescribed thereunder, 
or in any other statute of the United 
States shall preclude an employer from 
making an agreement with a labor organ- 
ization . . . . to require as a condition of 
employment membership therein.” But, 
it goes on, “if such labor organization is 
representative of the employees as pro- 
vided in sect. 9(a) in the appropriate 
collective bargaining unit covered by 
such agreement when made.’’® 

The intention of the Act thus was ob- 
viously to restrict the privilege of closed- 
shop agreements to unions representing 
the majority of the employees in the bar- 
gaining unit or, also, to forbid closed- 
shop agreements with unions not repre- 
senting a majority.” This restriction, 

*® Public No. 198 (74th Cong., rst. sess., 1935 
[S. 1958]), secs. 8(2) and 8(3). 

19 Tbid., sec. 8(3). 

2° Senator Wagner, when speaking in the Senate 
for his bill, said: “The virulent propaganda to the 
effect that this bill encourages the closed shop is 
outrageous in view of the fact that in two respects it 
actually narrows the now existing law in regard to 
closed shop agreements: in the first place, while to- 
day an employer may sign a closed shop contract 
even with a minority group, the bill provides that 


he shall be allowed to negotiate such an agreement 
only with an organization which represents the ma- 
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however, becomes, of course, operative 
only where either the employer, a group 
of employees, or a rival union raises the 
question as to whether this condition is 
fulfilled.” 

Quite recently the National Labor Re- 
lations Board has begun to proceed un- 
der this provision against closed-shop 
contracts where the represented major- 
ities were alleged to have been unfairly 
engineered by the union and the em- 
ployer jointly—a policy on the part of 
the Board which may lead far in the di- 
rection of stamping out other abuses of 
the closed shop as well.” 


jority of the employees in the appropriate collective 
bargaining unit covered by such an agreement. Sec- 
ondly, the bill is extremely careful to forestall closed 
shop agreements with unions that are interfered 
with or dominated by the company” (Congressional 
Record, May 15, 1935, P- 7570). 


** The above-cited article on the closed shop by 
the Bureau of Labor Statistics contains the state- 
ment: “It is, of course, possible for a union official 
and employer to agree that a closed shop shall be es- 
tablished without the employer’s asking the proof 
that the union represents a majority of the em- 
ployees” (op. cit., p. 830). According to sec. 8(3) 
of the N.L.R.A., the employer, in so doing, would 
actually commit an “unfair labor practice,” only 
with nobody making a complaint about it. 


22 In one case (H. Feinberg, New York wine mer- 
chant and the A.F. of L. Distillery, Rectifying and 
Wine Workers International Union) the employer 
had signed a closed-shop agreement with the union 
on the strength of some of his employees’ having 
applied for membership in that union. After the con- 
tract was signed, the union refused membership to 
those same employees, whereupon the employer dis- 
missed them in favor of union members. In another 
case (management of the Rutland Court apartment 
house in Washington, D.C., and the A.F. of L. 
Building Service Employees International Union) 
the employer, whose closed-shop contract with the 
union was about to expire, dismissed five employees 
who planned to join a rival C.I.O. union, hiring 
A.F. of L. union members in their stead, after which 
he renewed the closed-shop contract with that union 
as representing the majority of the employees. In 
both instances the Board set aside these closed-shop 
contracts as “fraud and conspiracy” and ordered re- 
instatement, with back pay, of the dismissed work- 
ers (October, 1942). A further case of considerable 
importance has arisen over the closed-shop policies 
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To the extent to which this restriction 
of closed-shop agreements to the major- 
ity bargaining agent is observed it might 
be expected to have a salutary effect 
against union abuses in general. For a 
union with a reputation for malpractices 
would presumably be unable to win an 
election and thus be debarred from collec- 
tive bargaining and, a fortiori, from mak- 
ing a closed-shop agreement. In fact, 
however, the workers, in voting for a col- 
lective-bargaining agent, may often have 
little to choose between as far as union 
practices are concerned. Hence the re- 
strictions which the Wagner Act places 
upon the closed shop seem so far to offer 
but little protection to the workers 
against excessive fees, lack of accounting 
for funds, and irregularities as to election 
of officers (implying danger of racketeer- 
ing leadership). 

Among the five states which in 1937 
passed labor relations acts almost identi- 
cal with the National Labor Relations 
Act,?3 two amended those acts soon after 
with a view to restrain unfair labor prac- 
tices on the part of labor as well as on 
that of the employers and in particular 
as regards the use of the closed shop.” 

According to the amended Wisconsin 


of three West Coast shipyards of Henry J. Kaiser. 
In these yards closed-shop contracts had been signed 
with a number of A.F. of L. unions at a time when 
the yards had a small number of employees only. 
These contracts have since been forced upon many 
thousands of new employees hired since the out- 
break of the war, who had had no choice in electing 
the bargaining agent, and many of whom were mem- 
bers of rival C.I.O. unions. In enforcing his A.F. of L. 
closed-shop contracts, the employer went so far as 
to import A.F. of L. workers from the Atlantic Coast 
to replace hundreds of dismissed Pacific Coast 
C.I.O. members. This case is at present pending. 

23 Massachusetts, New York, Pennsylvania, 
Utah, and Wisconsin. 

24 Wisconsin Employment Peace Act, 1939 (Wis. 
Stat., c. 111); Pennsylvania Labor Relations Act as 
amended by Laws of Pennsyloania, Act No. 162 
(1939). 
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act, an employer may sign a closed-shop 
agreement only where at least three- 
fourths of the employees in the bargain- 
ing unit have voted in its favor by secret 
ballot in a special referendum conducted 
by the Wisconsin Employment Relations 
Board. A closed-shop agreement signed 
without such referendum is to be de- 
clared invalid by the Wisconsin board.” 

This provision is, of course, far more 
effective than that of the Wagner Act in 
protecting workers against an unwanted 
closed shop. Not only does it require a 
three-fourths rather than a simple ma- 
jority but, more significantly, it com- 
pletely separates the question of repre- 
sentation from that of the closed shop. 
Workers who may want a union as a bar- 
gaining agent, but who may not want to 
join the union or who are opposed to the 
closed shop in principle, may vote for the 
union in the election and against the 
closed shop in the referendum.” 


*% Wis. Stat., c. 111.06 (1) (c). 


** The question of the validity of the Wisconsin 
closed-shop referendum has been raised variously. 
In the case of a manufacturing company whose em- 
ployees had petitioned the Wisconsin Employment 
Relations Board for a closed-shop referendum, the 
union objected to the jurisdiction of the board on 
the ground that the company, being engaged in in- 
terstate commerce, was under the jurisdiction of the 
National Labor Relations Act, under which the duly 
elected bargaining agent is entitled to a closed-shop 
agreement without additional referendum. The 
board, while granting that the company was under 
the jurisdiction of the National Labor Relations Act, 
claimed that, nevertheless, the Wisconsin provision 
applied: “Both the National Act and the Wisconsin 
Act regulating labor relations saw fit to limit the 
right that employers formerly had to enter into all- 

i If Congress had granted to 
labor organizations any right which the State of Wis- 
consin was endeavoring to limit then there might be 
& question of a conflict in the administration of the 
Acts, and....the Wisconsin Act would have to 
yield to the National Act. Where, however, rights 
previously existing were limited we see no reason 
why the State cannot limit them to a greater extent 
than Congress saw fit to do” (Wisconsin Employ- 
ment Relations Board, Federal Labor Union 20741, 
and Island Woolen Co., Baraboo, Wis., Case No. 
110, R-10), 
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Against the arrangement, however, it 
is to be said that it plays badly into the 
hands of the selfish, unsocially minded 
worker who is well enough satisfied to 
have the union obtain for him better wages 
and working conditions, paid vacations, 
protection of seniority rights, and protec- 
tion against arbitrary dismissal, but who 
is unwilling to contribute his share to- 
ward the support of the union. As long 
as there are no sufficient direct checks on 
union abuses, it may be well to assure to 
the workers self-determination as a pro- 
tection against closed-shop tyranny. As 


Another case has led to an indirect upholding of 
the Wisconsin law by the United States Supreme 
Court. A milk-drivers’ union in Milwaukee had 
struck and picketed as “unfair to organized labor” 
an employer who refused to sign a closed-shop agree- 
ment after the referendum among the employees 
had resulted in a rejection of the closed shop by the 
majority. The Wisconsin Employment Relations 
Board thereupon ordered the union to cease and 
desist from attempting to force the employer to make 
an “unlawful agreement” and from publicly assert- 
ing that the company’s refusal to sign an unlawful 
agreement constituted an “unfair labor practice.” 
This Board order was affirmed by the Milwaukee 
Circuit Court. The union, defying both Board order 
and court order, continued its picketing while also 
appealing to the Wisconsin Supreme Court, claiming 
that the order prohibiting peaceful picketing was 
repugnant to the constitutional guaranty of free 
speech. The Wisconsin Supreme Court upheld the 
decision of the lower court, declaring that picketing, 
whether peaceful or not, was unlawful where its ob- 
ject was to enforce an unlawful act. The union then 
appealed to the United States Supreme Court for 
review, which that Court refused (Milk and Ice- 
cream Drivers and Dairy Employees Union Local No. 
225 v. Wisconsin Employment Relations Board (62 
S.C. 1033)). 

A recent decision of the United States Circuit 
Court of Appeals on the Pacific Coast claimed that 
also under the National Labor Relations Act a union 
elected by a majority of employees as bargaining 
agent does not have the right to make closed-shop 
contracts unless additionally and specifically author- 
ized to do so by the employees, “even if the plain 
words of the Wagner Act do not require it....a 
consideration of many different objectives for which 
laborers may self-organize necessitates such a con- 
struction” (decision rendered by Judges Denham, 
Mathews, and Stephens, March 1, 1942). In our 
opinion this is a wholly unjustified construction of 
the Wagner Act. 
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an ultimate solution of the problem, how- 
ever, this device seems of doubtful value. 

Both Wisconsin and Pennsylvania 
limit the unions’ closed-shop privileges 
in another important direction. In both 
states no all-union agreement may be 
made with an organization which “un- 
reasonably” refuses membership to any 
employee of the employer. The Wiscon- 
sin act places further emphasis on this 
point by declaring that where this pro- 
vision is found to have been violated the 
Wisconsin Employment Relations Board 
will declare the all-union agreement as 
terminated.”’ 

Through these provisions one gross 
potential abuse of the closed shop is fore- 
stalled: a union which has won an elec- 
tion against a rival union may not next 
run its opponents out of the place by 
getting a closed-shop contract and at the 
same time refusing membership to the 
persona non grata’s in the defeated mi- 
nority. A valuable beginning is thus 
made with clipping the power of the 
unions through closed-shop contracts to 
deprive a man of his livelihood by exclud- 
ing him from union membership. But it 
is a beginning only, for the above provi- 
sion protects only the men already em- 
ployed but leaves in the cold the outsider 
who, for general or personal reasons, was 
refused membership* and also the man 


27 Wis. Stat., c. 111.06 (1) (c); Laws of Penn- 
sylvania, Act No. 162, sec. 6(c). The recent decision 
of the National Labor Relations Board in the Fein- 
berg case (see n. 22) takes a similar attitude under 
the less stringent closed-shop regulations of the Na- 
tional Labor Relations Act. The above provision 
in the Pennsylvania law contains the limitation 
“provided such employee was not employed in vio- 
lation of any previously existing agreement with 
said labor organization.” 


#8 The Pennsylvania Labor Relations Act, it is 
true, excludes from among the “labor organizations” 
which are to come under the protection of the act any 
organization which, by explicit proscription or by 
practice, “denies a person or persons membership 
in its organization on account of race, creed, or 


who was expelled from the union for rea- 
sons judged only by the union or even 
only by the union bosses. 

A recent Michigan law contains a 
closed-shop provision which, under 
proper construction, could furnish a fur. 
ther valuable method of protecting a de- 
feated minority in a shop against vic- 
timization by the majority union. This 
provision states that an employer may 
enter into a closed-shop agreement witha 
labor organization “if it is the only or- 
ganization established among his em- 
ployees.””*® This provision might be con- 
strued so as to forbid closed-shop agree- 
ments where the employees belong to two 
or more rival unions; for example, an 
A.F. of L. union representing a majority 
would become the sole bargaining agent, 
but it could not force the C.I.O. mem- 
bers in the plant through a closed-shop 
clause to desert their own organization 
and join that of the “enemy,” with loss 
of job as the alternative. ‘ 

A provision of this kind seems of great 
interest; indeed, it embodies an impor- 
tant principle, namely, that a worker 
should contribute his reasonable share 
to an organization which fairly repre- 
sents his economic interests might be 
granted as reasonable and socially desir- 
able. But to which of several rival or- 
ganizations he contributes his share 
seems immaterial from a social point of 


color” (op.cit., sec. 3[f]). Under this provision a union 
which, e.g., admits only white men as members can- 
not enlist the aid of the Pennsylvania State Labor 
Relations Board to obtain recognition for collective 
bargaining from an unwilling employer or to have 
an unfairly dismissed member reinstated. On the 
other hand, nothing in this provision would seem to 
prevent such a union from making a closed-shop 
agreement with a willing employer or with one whom 
it can coerce through threat of strike to sign such an 
agreement, thereby excluding all nonwhites from 
jobs. 

2° Michigan Labor Mediation Act, No. 176 of the 
Public Acts of 1939, sec. 14. 
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view (much though it would interest the 
union organizers and bosses). Provisions 
of this kind, therefore, might have the 
desirable effect of preventing closed-shop 
agreements from being used as weapons 
in rival union warfare. This might not 
only eliminate much industrial disturb- 
ance and ill feeling among organized la- 
bor but might actually contribute to- 
ward the reunification of the labor move- 
ment, since the very possibility of ob- 
taining a closed-shop agreement would 
then depend on the absence of rival 
unions among the employees.*° 


PROPOSED LEGISLATION 


In addition to the various enacted 
measures discussed above, many others 
have been proposed in the form of bills 
introduced into Congress.** Among those 
referring directly to the closed-shop issue 
there is, at the present time most out- 
standing (because the bill was passed by 
the House), the provision in the Smith- 
Vinson Bill to “freeze” closed-shop con- 
ditions in defense industries: 


Defense contractors [may not] encourage or 
discourage membership in any labor organiza- 
tion unless such discrimination is required under 
the terms of a previously entered valid closed 
shop contract, or by the terms of a voluntarily 
entered subsequent agreement with the same 
labor organization.3 


# Of interest in this connection, as showing the 
presently prevailing official acceptance of the closed 
shop as a rival union weapon, is the following passage 
from a recent decision of the War Labor Board. In 
rejecting a C.I.0. demand for suspension of a closed- 
shop clause in an A.F. of L. contract, the W.L.B. 
decision said: “One of the characteristics of a closed 
shop contract is that it renders it very difficult for a 
rival union... . to gain control of collective bar- 
gaining rights in the industry. That is one of the 
chief reasons why both C.1.O. and A.F. of L. are de- 
sirous of obtaining a closed shop contract whenever 
they can secure one” (Im re Los Angeles Railroad 
Corp. and Los Angeles Motor Coach Co., February 
19, 1942). 

* No attempt has been made to study bills to this 
eflect introduced into state legislatures. 


* ELR. 4139 (77th Cong., rst sess., 1941), sec. 5. 
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Violation of this provision (as well as 
of others designed to assure uninterrupt- 
ed production) is to be penalized by lia- 
bility for damages and by the loss to in- 
dividuals and to organizations of their 
status under the National Labor Rela- 
tions Act and of their claims to unem- 
ployment relief or other benefits under 
the Social Security Act.* This measure, 
according to which a closed shop may 
not be demanded where it has not previ- 
ously been in use, could, of course, serve 
to prevent closed-shop strikes in war in- 
dustries. But it would not be—and sure- 
ly does not mean to be—a permanent so- 
lution of the closed-shop problem as 
such. 

Another recent (unreported) bill, on 
the other hand, does attempt not merely 
to postpone but to solve the problem. 
Designated by its author, Representa- 
tive Hoffman of Michigan, as “‘a bill to 
protect the right of American citizens to 
earn a livelihood and to restore to Ameri- 
can citizens freedom from fear and equal- 
ity under the law,”’** this bill proposes 
uncompromisingly to make it unlawful 
for any employer, in particular also for 
any government or government agency, 
“to require or demand or to assist in de- 
manding, either directly or indirectly, 
any American citizen that he or she pay 
to any organization any sum of money or 
anything of value as a condition prece- 
dent to obtaining work, or as a condition 
of remaining at work.” Violations are to 
be punished by a fine, for each offense, 
of not more than a thousand dollars or 
by imprisonment of not more than one 
year or both.* 

33 Tbid., sec. 7 (6), (c), (@), (e). 

34 H.R. 5696 (77th Cong., rst. sess., September 
19, 1941). 

38 J[bid., secs. 1, 2. Similar provisions were pro- 
posed in the Senate for a joint resolution to amend 
the Constitution by Senator O’Daniel, of Texas, on 
September 19, 1941. 
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This provision has the merit of being 
consistent and unequivocal. But—aside 
from not having a chance of being con- 
sidered under the present setup—it 
might not be desirable even from a de- 
tached point of view. For, as pointed out 
above, because of the peculiarities of the 
American labor scene, an outright prohi- 
bition of the closed shop at the present 
time might, in poorly organized indus- 
tries, be real harmful or even detrimental 
to the development of representative 
trade-unionism. Moreover, coercion in 
the form of violence and terror would be 
likely to replace the more civilized co- 
ercion of the closed-shop agreement. 

Aside from these legislative proposals 
referring to the closed shop directly, 
there are many others to regulate the 
unions with a view to curbing abuses in 
conjunction with which—or even because 
of which—the closed shop is often felt 
as oppressive and odious. 

Of special importance in this respect 
is, again, the Smith-Vinson Bill.* All 
the provisions of this bill, it should be 
noticed, refer only to unions with em- 
ployees in defense industries.*7 To such 
unions the bill forbids, first of all, to have 
officers who are members of certain com- 
munistic and Nazi organizations, under 
penalty of losing their status under the Na- 
tional Labor Relations Act.** It further 
demands that such unions register with 
the N.L.R.B. and give, under oath, the 
following information: name and address 
of the union and all its officers; of the 
companies with which it deals; state- 
ments as to initiation fees, annual dues, 
and of assessments levied during the 


3° H.R. 4139 (77th Cong., rst sess., 1941). 

37 Section I of the bill defines at great length the 
broad scope of the term “defense contract.” 

38 Tbid., sec. 1(A). The proscribed organizations 
are the Communist party of the United States, the 
Young Communists’ League, the German-American 
Bund, and the Kyffhaeuser Bund. 
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past year; statements as to the limita. 
tions placed upon union membership; 
number of paid-up members; date of last 
election of officers; methods of election; 
the vote for and against each candidate 
for office; the date of the last detailed {- 
nancial statement to the members and 
the methods of publication of such state- 
ment; copies of sworn, detailed, and in- 
telligible financial statements; and copies 
of the constitution and bylaws. Failure 
to comply with these requirements is to 
disqualify the union to act as the repre- 
sentative of employees in collective bar- 
gaining “for such time as such failure 
continues.” In addition, the bill closely 
limits strike procedure in defense indus- 
tries, prescribing postponement of strikes 
until mediation by the United States 
Conciliation Service has taken place and 
until strike ballots have been certified by 
the United States Secretary of Labor.” 
From the point of view here adopted 
there is much to be welcomed in this bill, 
the idea, namely, that unions which wish 
to benefit by the governmental protec- 
tion and sponsorship of the National La- 
bor Relations Act should be required to 
give guaranty of reasonable, honest, and 
democratic procedure. But, on the other 
side, this bill, in our opinion, suffers from 
an unwholesome tying-together of war- 
emergency measures with measures hav- 
ing inherently nothing to do with the 
emergency. That uninterrupted produc- 
tion is of supreme importance for the na- 
tion at war is obvious and hence that ef- 
fective curbs on strikes might become 
necessary as war measures, like many 
other temporary suspensions of civil 
rights, is plain. The same applies also to 
the ban on politically subversive ele- 
ments in positions of union leaders. But 
that the unions, which under the Nation- 
al Labor Relations Act have become gov- 


39 Tbid., secs. 8, 9, 10. 4° [bid., sec. 3- 
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ernmentally sponsored, quasi-public in- 
stitutions, should be required to give 
guaranty of being honest, democratic, 
bona fide representatives, and not profit- 
eering exploiters of labor, is equally nec- 
essary in peacetime as in wartime and 
equally necessary in all industries, 
whether defense or not. 

Regarded as peacetime measures, how- 
ever, these various proposals to curb 
union abuses seem unnecessarily repres- 
sive. Thus, with regular elections and 
regular accounting made obligatory upon 
“registered” unions, it might be suffi- 
cient to place the N.L.R.B. at the ready 
disposal of union members having com- 
plaints against union officers instead of 
requiring the latter to report constantly 
on every phase of their activity. Also, 
as regards penalties for failure to give the 
required information, it seems unnecessar- 
ily repressive to debar nonregistered 
unions from all collective bargaining. It 
would seem enough, on the one hand, to 
prohibit closed-shop contracts with such 
unions and, on the other hand, to deny 
them access to the governmental labor 
relations boards for complaints over em- 
ployers’ nonrecognition or other unfair 
labor practices and for certification no- 
tably as against a rival union. The logic 
of facts would be likely to produce much 
better results than unpopular statutes.“ 

Of interest in this connection is an- 
other recent (unreported) bill, because it 
deals specifically and at length with the 
problem of regulating the unions but 
without direct bearing on the war emer- 
gency. It is called the “Unions Registra- 
tion and Elections Act of 1941” and 

* The difference between “registered” and “non- 
registered” unions as to freedom from outside super- 
vision, on the one side, and disqualification, on the 


other, would presumably develop to be similar to 
that between accredited and nonaccredited colleges. 


: “FLR. 6068 (Hoffman) (77th Cong., rst sess., 
November 19, 1941). 
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opens with a weighty introduction, 
“Findings of Facts and Declaration of 
Policy,” phrased in obvious analogy to 
the corresponding part of the Nationai 
Labor Relations Act: 


The want of democratic standards in the 
election of officers of labor organizations, the 
want of standards in the accountability and re- 
porting of funds, and the want of standards of 
procedure in strike balloting . .. . have led to 
abuses and practices which have burdened or 
obstructed interstate commerce or foreign com- 
merce, and have interfered with national de- 
fense. 

Protection by law of the exercise of the full 
rights of self-government by the members of 
labor organizations will tend to diminish the 
opportunities for corrupt and arbitrary leader- 
ship, for the perversion of labor organizations to 
purposes other than those for which they were 
formed. 

It is hereby declared to be the policy of the 
United States to eliminate certain substantial 
obstructions to the free flow of commerce by 
encouraging and protecting the exercise of full 
self-government and democratic procedure by 
the members of labor organizations 


These policies the bill plans to achieve 
through measures similar to those of the 
Smith-Vinson Bill: all labor organiza- 
tions (not only those with members in 
defense industries) are to register with 
the N.L.R.B. and are to furnish exactly 
the same information required under the 
former bill, to which is added only the 
requirement that the constitution or by- 
laws must provide for determination, 
by secret vote of the members, of initia- 
tion fees, dues, and special assessments.“ 
Failure to register and to furnish the re- 
quired information is to disqualify a 
union as bargaining agent.“ The bill 
again goes further than the Smith-Vinson 
Bill by providing for annual elections of 
union officers under the supervision of 
the N.L.R.B., in a way similar to the 


43 Ibid., sec. 2. 


44 Ibid., sec. 7. 45 Ibid., sec. 9. 
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present system of election of bargaining 
agents under that board.” 

Finally, the bill lays down in great de- 
tail the procedure through which strikes 
are to be decided upon: the N.L.R.B., 
upon petitioning, is to investigate the 
dispute, take the necessary steps to as- 
sure full understanding of the issue by 
all parties involved, conduct a secret 
strike ballot, and certify a strike only if 
the majority of the employees of the par- 
ticular employer to be struck declares in 
favor of it.4’ 

This bill has the merit of focusing 
sharply and frankly on the union abuses 
it wants to curb rather than looking in 
the direction of the war emergency. As 
regards the measures through which it 
proposes to achieve regulation of the fi- 
nancial dealings, elections, and member- 
ship policies, it goes even further than 
the Smith-Vinson Bill in what appears to 
us as unnecessary supervision and regi- 
mentation. Most objectionable, how- 
ever, seem the proposed regulations—to 
wit, meant not only for the emergency 
but for normal times—of strike proce- 
dure. Strike voting wherever it takes 
place should, of course, be honest and 
uncoerced. But whether every individ- 
ual plant should under all circumstances 
decide as a separate unit for or against a 
strike in that plant is a wide-open ques- 
tion involving basic problems of union 
strategy. To legislate, in the name of 
democracy and civic decency, in favor of 
individual plants as the ultimate and in- 
dependent strike units—provided a law 
to that effect could be enforced—would 
be a turning-back in the direction of the 
outlawed company unions through which 
an employer could always deal with his 
own employees only. 

A number of other bills deal with qual- 
ification of union officers and members. 


46 Ibid., sec. 10. 47 Ibid., sec. 11. 
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These measures, however, all born out of 
the national emergency, are intended not 
to protect workers against unfair exclu- 
sion from unions wielding closed-shop 
contracts but to protect industry against 
subversive elements in the unions. Most 
of these bills prohibit labor organizations 
to have officers, agents, or bargaining 
representatives who are not citizens of 
the United States or who are members of 
Communist, Nazi, or Fascist organiza- 
tions.** Some bills go further and exclude 
“Communists, Bundists, and Nazis” not 
only from being officers or representa- 
tives but also from being members of the 
unions.*® Another one wants to bar 
aliens from voting in labor organizations 
under fines up to a thousand dollars and 
imprisonment up to six months.*° 


CLOSED-SHOP POLICIES OF ADMINISTRATIVE 
EMERGENCY BOARDS 

In addition to actual and proposed leg- 
islation to regulate the unions in general 
and the closed shop in particular, the 
policies of certain administrative emer- 
gency boards are of interest in this con- 
nection. 

There is, first, the National War Labor 
Board (successor to the National Defense 
Mediation Board). This Board, having 
the urgent task of settling labor disputes 
in war industries as speedily as possible, 
naturally has to be more or less flexible 
as to general principles, dealing with each 
case as best it can on its particular mer- 
its. This applies especially to the closed- 
shop disputes which the Board is called 


E.g., S.J.R. 275 (Reynolds) (76th Cong., 2d 
sess., 1940); H.R. 8750 (Anderson) (76th Cong., ad 
sess., 1940); H.R. 6154 (Landis) (77th Cong., 1st 
sess., 1941). 

49 H.R. 5030 (Ramsay) (77th Cong., 1st sess., 
1941); H.R. 1842 (Ford) (77th Cong., 1st sess-, 
1941). 

8° H.R. 4406 (Woodruff) (77th Cong., 1st sess., 
1941). 
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upon to decide.* In fact, the Board has 
emphatically disavowed any set policy 
regarding the closed-shop issue.” 

Nevertheless, a definite principle has 
emerged from the Board’s arbitral law- 
making in closed-shop cases—the princi- 
ple, namely, of union maintenance or 
union security, according to which union 
members are required, as a condition of 
employment, to remain in good standing 
for the duration of the agreement, where- 
as nonunion workers are not required to 
join the union. 


st In the case of the Bethlehem Steel West Coast 
Shipyards the National Defense Mediation Board 
ordered the company to sign a closed-shop clause 
because such a clause was contained in the master- 
agreement covering the whole industry, signed by 
thirty-eight shipyards and twenty unions, June, 
1941. In the captive coal mines case, on the other 
hand, the Board refused to order the steel companies, 
controlling 10 per cent of the bituminous coal pro- 
duction, to conform to the closed-shop status pre- 
vailing in the other 90 per cent of the industry 
(November, 1941). 


* “The National War Labor Board does not have 
an open shop policy, and does not have a closed shop 
policy. It examines thoroughly the facts and con- 
siders the circumstances and equities in each case, 
and attempts to arrive at a just decision” (from de- 
cision of the W.L.B. in the Federal Shipbuilding and 
Drydock case [April, 1942]). 

8 Federal Shipbuilding and Drydock case (April, 
1942), International Harvester (April, 1942), Mar- 
shall Field & Co. (March, 1942), and others. The 
stringency of the union-maintenance order has var- 
ied almost from case to case, seemingly under the in- 
fluence of the employer members of the Board (who 
dissented in all these union-maintenance decisions, 
insisting on voluntarism on the part of union mem- 
bers). Thus, in the Federal Shipbuilding case the 
order applied unconditionally to all employees who 
were union members at the time the agreement 
was made. In the International Harvester case it 
applied to all members “provided the majority of 
the members in good standing vote in its favor.” 
Again in the Marshall Field case the order applied 
only to those among the employees “who after the 
consummation of this agreement individually and 
voluntarily certify in writing that they authorize 
union dues deductions and will, as a condition of 
employment, maintain their membership in good 
standing during the life of the contract.” More re- 
cently (September, 1942) a split-panel recommenda- 
tion of the W.L.B. has recommended the continua- 
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At the principle of this compromise 
measure the Board seems to have ar- 
rived for two reasons: on the one hand, 
it regards stability of union status as a 
guaranty of stability of production; on 
the other, it grants the argument of the 
unions that the patriotic nonstrike pol- 
icy, to which they pledged themselves at 
the outbreak of the war, is weakening 
their hold on and appeal to members and 
that therefore they should be protected 
against membership losses at least 
through a union-maintenance clause.‘ 
Consistent with this reasoning the Board 
has repeatedly denied union-maintenance 
contracts to unions which previous to 


tion of an expiring closed-shop agreement rather 
than its replacement by a union-maintenance clause. 
The argument in favor of this recommendation by 
the public member of the panel, Dr. H. Shulman, of 
the Yale Law School, is noteworthy: “The main- 
tenance of membership clause is a device for freezing 
the open shop during the emergency as far as Board 
orders are concerned, where the open shop prevailed 
before the emergency. Thus the unions are prevent- 
ed from taking advantage of the crisis in order to 
achieve the union or closed shop and to threaten 
production for that purpose. It is entirely equitable 
that the theory be applied consistently by the adop- 
tion of the complementary notion that an employer 
should not be permitted to take advantage of the 
crisis in order to achieve the open shop in a plant 
which was theretofore union or closed shop, or to 
threaten production for that purpose.” The prin- 
ciple truly advocated here, it seems to us, is that of 
freezing closed-shop conditions during the emergen- 
cy, as advocated in the Smith-Vinson Bill. To desig- 
nate, however, union maintenance as a “device to 
freeze the open shop” seems unduly one-sided and 
hence not helpful toward a fair application of the 
whole compromise device. 


84 “The experience of the War Labor Board has 
shown how strong, responsible union leadership can 
keep production rolling An unstable member- 
ship contributes to an irresponsible leadership; too 
often members of univ ns do not maintain their mem- 
bership because they resent the discipline of a re- 
sponsible leadership (from the Federal Shipbuilding 
decision of the W.L.B.). Also: “The government 
of the United States is under a moral and equitable 
compulsion not to take advantage of the national 
[nonstrike] agreement which has disarmed this union 
of its only weapon” (idid.). 
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their appeal to the Board had gone on 
strike over the issue.’ 

These union-maintenance decisions of 
the Board have been widely resented and 
criticized as establishing the governmen- 
tally ordered closed shop in disguise, and 
an illogical and unfair one at that, since 
the coercion applies only to union mem- 
bers, thus penalizing union membership.* 
Regarded, however, as what it doubtless 
is, namely, an emergency compromise, 
this principle may be as adequate as 
many another that could be devised, 
considering the embarrassement of the 
Board of having to rule authoritatively 
on an issue which Congress has up to now 
chosen not to tackle. 

The dissatisfaction, however, stirred 
up over the governmentally ordered 
union-maintenance shop may well be ex- 
pected to enhance the growing realization 
of the need for a legislative settlement of 
the whole closed-shop issue. In fact, the 
decisions and opinions of the W.L.B. in 
this matter, adapted from case to case 
to the situation, may furnish valuable 
material for an eventual attempt at such 
legislative settlement.‘” 

58 A. F. of L. Chemical Workers Union at the 
Monsanto Chemical Co. plant, Everett, Mass.; 
A.F. of L. Federal Union at the General Chemical 


Co., Buffalo, N.Y.; United Mine Workers at the 
General Chemical Co., Cleveland, Ohio. 


5 Montgomery Ward Co., Chicago and Eliza- 
beth, N.J., actually refused to comply with the 
Board’s order to sign a union-maintenance contract. 
Among the arguments of the president of the com- 
pany in his letter to the Board were the following: 
that the order violates a fundamental principle of 
liberty; that it is economically unsound; that it is 
illegal, since Congress is the sole lawmaking author- 
ity; and that Congress had not empowered the 
W.L.B. to order “any employer to do any of the 
things it demands of Wards.” He referred further 
to President Roosevelt’s letter regarding the gov- 
ernment’s attitude toward the closed shop (quoted 
above in n. 12). The company later complied with 
the Board’s order upon being directed to do so by 
the President in his capacity as “Commander-in- 
Chief in time of war.” 


5? Of interest in this respect seems, e.g., the pro- 
vision in the Federal Shipbuilding agreement, ac- 
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Another federal agency which has re. 
cently come to grips with closed-shop 
problems is the President’s Committee 
on Fair Employment Practices, which 
was established to prevent racial and re- 
ligious discrimination in war industries.* 
Most of the committee’s work consists 
in ascertaining facts as to employment 
practices, particularly as to the relative 
number of whites and Negroes employed 
in the various kinds of positions in a 
plant with war contracts, and to urge or 
order employers to desist from racial dis- 
crimination. 

In the following case, however, a sig- 
nificant closed-shop situation was in- 
volved. The employer had a closed-shop 
contract with a plumbers’ union under 
which only members of this union could 
be employed, while at the same time the 
union excluded Negroes from member- 
ship. The committee decided against the 
legality of this contract: 


Said agreement as to that part which in ef- 
fect prevents the employment of Negro plumb- 
ers on Defense projects solely on account of 
their race or color is hereby declared illegal, in- 
operative, unenforceable, undemocratic, and 


cording to which the obligations of members for 
maintaining the required union standing are limited 
to the regular monthly dues plus regularly imposed 
fines if any, that is, exclude extra assessments; like- 
wise that the question regarding an employee's union 
standing is not left to the decision of the union but 
is to be “adjudicated by an arbiter appointed by the 
N.W.L.B.”. Such protection of the members against 
unfair union practices as the necessary correlate to 
the governmentally ordered union maintenance 's 
also explicitly demanded in the dissenting opinion 
of the Board’s employer-members in the Federal 
Shipbuilding case: “If this position is taken by 4 
government agency and a national labor policy is 
thus established then Government must of necessity 
accept the responsibility of the supervision of that 
labor organization to which it forces an employee to 
pay dues, fees, and assessments.” 


s8 Executive Order 8802, June 25, 1941. In this 
order the President reaffirmed the policy of the 
United States that there shall be no discrimination 
in the employment of workers in defense industries 
or government because of race, creed, color, or 1a- 
tional origin. 
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contrary to the national policy expressed in the 
President’s Executive Order 8802.59 


Unlike the union-maintenance prin- 
ciple of the W.L.B., the principle here 
applied has a significance going far be- 
yond that of an emergency compromise. 
In fact, this ruling belongs closely with 
the Wisconsin and Pennsylvania laws,*° 
under which closed-shop contracts may 
not be made with unions which “unrea- 
sonably” exclude employees of the em- 
ployer from membership. Laws and rul- 
ings of this kind, so far limited in scope 
(the one applying only to employees of 
the employer, the other only to Negroes), 
will doubtless help to bring about a gen- 
eral recognition of the principle—empha- 
sized above—that closed-shop contracts 
must be restricted to unions with regu- 
lated membership requirements. 


V. CONCLUSIONS 


This survey of enacted and proposed 
legislation and of administrative rulings 
shows clearly the acceptance of the fol- 
lowing ideas: (1) that union methods 
and policies are subject to federal and 
state legislations; (2) that the N.L.R.B. 
—created to deal with labor’s complaints 
against employers’ unfair labor practices 
and to assist labor in determining its bar- 
gaining agents—could and should also 
be used to handle labor’s complaints 
against the unions’ unfair labor practices 
and to assist labor in the regulation of 
union procedure; and (3) that the very 
protection and assistance afforded under 
the Wagner Act by the government to 
the unions gives to the government an 
immediate power over the unions, name- 
ly, of withholding this protection from 
unions which refuse to give guaranty of 

* President’s Committee on Fair Employment 
Practices, Negro Plumbers against the Chicago Jour- 


neymen Plumbers’ Union Local 130, Findings and 
Directions (April 4, 1942). 


“ Wis Stat., c. 111; Laws of Pennsylvania, Act 
No. 162. 
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reasonable, democratic, and honest pro- 
cedure. A comprehensive legislative 
plan, however, based on these ideas has 
so far not been adopted. As regards the 
closed shop as such, some beginnings 
have been made in federal and state leg- 
islation to restrict its use to the duly 
chosen representatives and to protect 
workers against victimization through 
closed-shop contracts by unions which 
exclude them from membership. Among 
legislative proposals, that to freeze the 
closed shop as also the union-mainte- 
nance policy of the W.L.B. are of emer- 
gency compromise character only, while 
the proposal to outlaw all closed-shop 
contracts seems out of line with actual 
needs and trends. 

As to restraining union abuses, due to 
which the closed shop is so widely re- 
sented as oppressive, no legislation has 
been enacted so far. Among legislative 
proposals, it is true, measures are being 
vigorously advocated to insure regular 
election of union officers, regular account- 
ing, and guaranties as to fees and mem- 
bership requirements. But these propos- 
als, in order to become more widely ac- 
ceptable, seem to require some recasting: 
first, they should be frankly designed for 
the purpose they intend to achieve 
rather than trying to ride into enactment 
on the coattails of war-emergency meas- 
ures; second, they should be clearly sepa- 
rated from strike legislation referring to 
controversial issues of legitimate union 
strategy; and, finally, they should strive 
to attain their ends by as little regimen- 
tation as possible. 

All in all, we venture to suggest, the 
whole situation regarding union legisla- 
tion would be greatly improved if the 
true friends of trade-unionism in Con- 
gress and in the legislatures would come 
to see and admit that certain regulations 
are needed in the best interest both of 
the workers and of sound unionism, and 
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if they would make this matter their own 
cause rather than leaving it in the hands 
of the more unsympathetic critics of the 
unions. Indeed, it would seem only natu- 
ral for the New Deal legislators, who 
launched the policy of governmental con- 
trol of industrial relations, to continue 
their policy constructively in the same 
direction rather than to affect now a 
somewhat belated Manchesterism by in- 
dulging the unions’ unreasonable claim 
to the combined blessings of governmen- 
tal sponsorship and “freedom from gov- 
ernmental meddling.” 

Approached constructively in the spir- 
it of bringing the intent of the Wagner 
Act to fuller fruition, the closed-shop is- 
sue should indeed prove quite amenable 
to a fair legislative solution. For, where 
regular elections and accounting are safe- 
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guarded, where unions with closed-shop 
contracts are restrained from exacting 
unreasonable contributions and from un- 
fairly withholding membership, and 
where labor relations boards stand ready 
to handle complaints of workers against 
union officers on any of these points, 
there the closed shop can hardly be de- 
cried as a violation of a man’s basic lib- 
erties. All social organization involves 
manifold restraints and obligations most 
of which constitute limitations of the 
freedom of the individual. Among these 
the—formal or moral—obligation of a 
man to contribute his fair share to the or- 
ganization which quasi-officially repre- 
sents his economic interests would seem 
a rather obvious and a very reasonable 
one. 

Wasaincton, D.C. 
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SOCIAL SECURITY TAXES IN THE WAR FINANCE PROGRAM 


C. WARD MACY 


federal social security tax pro- 

gram as a means of obtaining a 
substantial increase in annual revenue 
for use in the prosecution of the war in- 
vite critical inspection and analysis. A 
review and an evaluation of certain as- 
pects of the complex problem of social 
security taxation are warranted in an 
efiort to throw needed light upon the is- 
sues involved in the proposed use of ad- 
ditional levies on pay rolls and wages dur- 
ing the present emergency. This study 
presents, first, a discussion of the present 
method of supporting social security, to- 
gether with some comments on the inci- 
dence of taxes on pay rolls and wages. 
Consideration is then given to the prob- 
able advantages and disadvantages of a 
further use of social security taxes as an 
aid in financing the war. 


I 


The Federal Social Security Act, en- 
acted in 1935 and amended in 1939, con- 
stitutes an effort to solve the perennial 
problem of individual insecurity caused 
by old age, unemployment, sickness and/ 
or death of the income-earner.' The law 


‘Among the many available books and pam- 
phiets which describe and appraise the social se- 
curity program of the United States are the follow- 
ing: Eveline M. Burns, Towards Social Security 
(New York, 1936); Paul H. Douglas, Social Security 
in the United States: An Analysis of the Federal 
Social Security Act (2d. ed.; New York, 1939); 
Abraham Epstein, Insecurity: A Challenge to 
America (2d. rev. ed.; New York, 1938); Maxwell S. 
Stewart, Social Security (rev. ed.; New York, 1939); 
Isabel G. Carter (ed.), “Appraising the Social Se- 
curity Program,” Annals of the American Academy 
of Political and Social Science (Philadelphia), Vol. 
CCII (March, 1939). Detailed provisions of the 


Rr proposals for expanding the 
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is based upon the notion that the state 
has an obligation to the individual with 
respect to his economic security. In this 
connection, however, it is significant to 
note that the federal government con- 
tributes nothing from general funds to 
support the two major provisions of the 
Social Security Act, namely, the pay- 
ments of old age insurance benefits and 
the payments of unemployment com- 
pensation. The funds for these payments 
are obtained from special taxes levied on 
pay rolls of employers and on wages of 
employees. An expanded use of these 
levies, commonly referred to as “social 
security taxes,” is being urged in many 
quarters at the j resent time as a wartime 
fiscal measure. 

In discussing the general problem of 
public aid to those in need, one writer 
states that “social security is achieved 
when the economic security of the indi- 
vidual is assured in ways that commend 
themselves to the mass of the community 
as being just and fair, and which disturb 
the smooth running of our economic or- 
der as little as possible.’” Few will take 
exception to this view with respect to the 
general objectives of social security legis- 
lation. The various means of financing 
such a program, however, raise many 
questions pertaining to justice and equity 


social security legislation may be found in the fol- 
lowing documents: Social Security Board, Compila- 
tion of the Social Security Laws (Washington: Janu- 
ary, 1941); U.S. Treasury Department, Bureau of 
Internal Revenue, “Regulations 106: Employees’ 
Tax and the Employers’ Tax,” and “Regulations 
107: Excise Tax on Employers.” 


? Burns, op. cit., p. 9. 
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and to disturbances which may be caused 
by them. In particular, the taxes on pay 
rolls and wages, designed to produce rev- 
enue to support the old age annuity and 
the unemployment-compensation pro- 
grams, warrant consideration.’ The ex- 
igencies of war make no less important a 
careful evaluation of these levies in light 
of the probable consequences of an exten- 
sion of their application. 

In order to determine the economic 
repercussions of taxes on pay rolls and 
wages it is necessary to give thought to 
the incidence of these levies. Unfor- 
tunately, there is not available a well- 
developed and widely accepted short-run 
theory of shifting and incidence which 
applies specifically to pay-roll and wage 
taxes. A few writers have given serious 
attention to the probable incidence of 
these taxes in the long run, and their con- 
clusions a.e useful in providing a point of 
departure for further study of the general 
problem. Too often, however, state- 
ments pertaining to the incidence of so- 
cial security taxes are so general and 
qualified, or so contradictory-and uncon- 
vincing, that confusion rather than un- 
derstanding prevails with respect to this 
problem.‘ The stated views of labor and 


3 In 1940, total receipts from taxes on pay rolls 
and wages for old age and unemployment support 
were $838,102,000 (see “Three Decades of Federal 
Taxes,” Tax Policy, VIII [June, 1941], 9). From 
the general fund of the Treasury certain payments 
are made to states. These are relatively unimpor- 
tant, however, and create no serious fiscal problems. 
The original appropriations (1936) by the federal 
government to the states for old age assistance, for 
aid to dependent children, for maternal and child 
welfare, for the blind, and for health promotion 
totaled less than $100,000,000. In each case, how- 
ever, “there is hereby authorized to be appropriated 
for each fiscal year thereafter a sum sufficient to 
carry out the purposes of this title” (see, e.g., Social 
Security Board, “Grants to States for Aid to De- 
pendent Children,” Compilation of the Social Se- 
curity Laws (Washington, 1941], Title IV, p. 26). 


4 The following quotations from the writings of 
prominent economists reveal the existing uncer- 


tax economists are unsupported, for the 
most part, by detailed theoretical analy- 
sis. Hypothesis and conjecture have ap- 
parently played significant roles in the 
procedures followed in drawing general 
conclusions. 

In the few serious efforts to determine 
the incidence of pay-roll and wage taxes 
which have been made to date, writers 


tainty regarding the ultimate burden of pay-roll 
taxes: 

1. “The incidence of these taxes is anybody’s 
guess and on the whole it seems safest to conclude 
that they will be divided among employers, labor 
and consumers” (Harold M. Groves, Financing 
Government |New York, 1939], p. 149). 

2. “No one knows” who finally bears the burden 
of the payments made by the employer. This is a 
matter of speculation. “‘The incidence of the work- 
er’s [contribution] is obvious” (Burns, 0. cit., p. 158; 
see also her article, “The Financial Aspects of the 
Social Security Act,” American Economic Review, 
XXVI [1936], 15, 16). 

3. “....It is probable... . that the incidence 
of the cost of compensation [employers’ tax on 
pay rolls} will vary from one industry or occupation 
to another, that in some it will fall almost all or 
entirely upon wages, in others, upon profits, and in 
still others, upon consumers” (Dale Yoder, Labor 
Economics and Labor Problems [New York, 1939), 
p. 188). 

4. The incidence of social security taxes during 
the short run may be “dispersed in several direc- 
tions” (Sumner H. Slichter, “The Impact of Social 
Security Legislation upon Mobility and Enterprise,” 
American Economic Review Supplement, XXX 
[1940], 52). Additional views on incidence are con- 
tained in Appen. D of Carl Shoup’s report pre- 
pared for the Committee on Social Security of the 
Social Science Research Council, The Prospects for a 
Study of the Economic Effects of Payroll Taxes 
(“Pamphlet Series,” No. 9 [Washington, 1941], 
Pp. 65-69). Other studies which treat the problem of 
incidence of social security taxes are Gerhard Colm 
and Fritz Lehman, Economic Consequences of Re- 
cent American Tax Policy (New York, 1938), pp. 37- 
41; Carl Shoup, “Taxing for Social Security,” Annals 
of the American Academy of Political and Social Sci- 
ence, CCII (1939), 165-75; Albert G. Hart, “Forced 
Loans and Social Security Taxes” (paper read 
before the Tax Institute symposium on national 
defense and taxation, Philadelphia, December 1, 
1941, and later published as a part of the Proceed- 
ings); and Gerhard Colm and Helen Tarasov, Who 
Pays the Taxes? (“T.N.E.C. Monographs,” No. 3 
[1941]). 
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have tended to follow the classical analy- 
sis which leads to the conclusion that, in 
the long run and under assumed condi- 
tions of perfect competition, the burden 
of these taxes will be borne by the wage 
earners.’ Whether the tax is originally 
levied on employer or worker makes no 
difference in this analysis. This theory 
of incidence, however, is built upon a 
foundation of admittedly abstract and 
unrealistic assumptions. As one critical 
writer aptly states: ‘““The assumptions 
underlying the orthodox theory of inci- 
dence are of course very restrictive, and 
not realized in the actual world. There 
are many points at which they could be 
relaxed so as to allow for the more realis- 
tic imperfections of our economic sys- 
tem.’”? The marginal-productivity the- 
ory, upon which the long-run analysis is 
based, fails to take cognizance of certain 
dynamic factors in economic life. Even 


‘For studies of the incidence of levies on wages 
and pay rolls see H. G. Brown, The Economics of 
Taxation (New York, 1924), chaps. v, vi; and J. K. 
Hall, “Incidence of Federal Social Security Pay Roll 
Taxes,” Quarterly Journal of Economics, LIII 
(1938), 38-63. 

* The familiar theory leading to this conclusion 
may be stated concisely as follows: In a competi- 
tive system each worker is compensated on the basis 
of the value of the total product added by the last 
workman. If a wage tax is levied on the employee, 
no change occurs in the marginal product as a con- 
sequence. Thus the employee is not in position to 
demand a higher wage in an effort to shift the tax. 
It is assumed in this analysis that the long-run 
supply schedule of labor is highly inelastic. If the 
initial impact of the tax is on the employer rather 
than on the employee, the cost of labor, including the 
tax, exceeds the value of its marginal product, forc- 
ing a dismissal of some workers with resulting un- 
employment. The unemployed laborers are then 
willing to work for less than before, which lowers the 
level of wages until all are employed again. The 
wage plus the tax becomes equal to the wage alone 
before the imposition of the tax. The burden of 
payment rests finally, therefore, upon the wage- 
earner. 


?Seymour E. Harris, Economics of Social Se- 
curity (New York, 1941), p. 296. Part III of this 
volume treats extensively the incidence and effects of 
social security taxes. 
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if we grant that there is a tendency in the 
long run for this theory to function, it 
does not follow that current wages and 
the values of marginal products are equal 
in the shorter period. Short-run friction- 
al disturbances, many in number and 
varied in kind, characterize conditions of 
imperfect competition.* 

American industry represents a wide 
variety of conditions which contribute to 
the difficulty of drawing positive conclu- 
sions relating to the incidence of social 
security taxes, particularly those levied 
on pay rolls of employers. In some in- 
stances the taxes may encourage the use 
of labor-saving devices; in others they 
may shift the use of capital to industries 
using little labor.» Moreover, the phase 
of the business cycle may be a significant 
factor in determining the burden of the 
taxes, one contention being: “In periods 
of depression, little shifting is possible.’’** 
The effect of pay-roll taxes on savings, 
although treated superficially in current 
literature, may be sufficiently important 
to warrant additional consideration.” 


8 Sticky wages constitute one factor which may 
be significant in the short-run but is not involved in 
the long-run analysis. “Were all... . [labor] mar- 
kets perfectly competitive,” writes one economist, 
“it appears probable that a major portion [of social 
security taxes]... . would, in the long run, be de- 
ducted from wages ....,” but, he continues, “if 
wage earners in a given market were highly organ- 
ized, there would be a much smaller chance for such 
deductions, and taxes might be absorbed by pro- 
ducers or shifted to consumers” (see Yoder, loc. cit.). 


* See Roy Blough, “Report of the Committee of 
the National Tax Association on Social Security 
Legislation and Administration,” Proceedings of the 
National Tax Association (New York, 1937), p. 67; 
also Clifford Hynning, Taxation of Corporate Profits 
(“T.N.t.C. Monographs” No. 9 [1941], p. 101). 

1° H. G. Moulton ef al., Capital Expansion, Un- 
employment and Economic Stability (Washington, 
1940), Pp. 285. 

™ An extensive analysis of this problem is Harris, 
op. cit., pp. 97 ff.; see also William Withers, Financ- 
ing Economic Security in the United States (New 
York, 1939), p. 131. 
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Still other factors of a frictional nature 
which probably have some bearing on 
the problem of incidence are the extent 
of government regulation of prices, the 
trend of economic growth or stagnation, 
the development of labor productivity,” 
the use made of tax proceeds, the income- 
expenditure patterns of the employees 
affected," credit and monetary policies," 
the degree of elasticity of demand for the 
product,’ the tax rate, the fiscal policy 
of the federal government as it relates to 
deficits, and the ratio of consumption to 
income.”® Scattered attention has been 
given to many of these factors, but there 
have resulted no widely accepted conclu- 
sions on the incidence of pay-roll taxes 
which are based upon “recent refine- 
ments in economic theory.’’?’? 

It is generally recognized that imper- 
fect competition is prevalent in the ex- 
isting economic system."* The economics 


*2 These and other factors are mentioned but 
not discussed in detail in Colm and Tarasov, of. cit., 
p. 2. 

13 bid. 


4 See Douglas, op. cit., pp. 63 ff.; also Harris, 
op. cit., chap. xvi. 


tS Moulton e¢ al., loc. cit. 


*6 Alvin Hansen, Fiscal Policy and the Business 
Cycle (New York, 1941), p. 230. 

17 This is the opinion expressed by Shoup in his 
report to the Committee on Social Security (op. cit., 
p. 2.) 


*® Under conditions of imperfect competition the 
burden of social security taxes does not fall upon the 
workers entirely, as it may in the long run under 
perfect competition. If a business is operating under 
imperfect competition, each worker prior to the im- 
position of the tax will have received a wage based 
upon his contribution to total gross revenue, i.e., 
the added physical product #imes marginal revenue 
rather than the product times price, as under per- 
fect competition. A pay-roll tax imposed on the 
employer under these conditions will have the im- 
mediate effect of increasing his marginal cost. In 
order to equalize marginal cost and marginal reve- 
nue, output will be reduced. This will cause the 
price of the commodity to rise, employment to de- 
cline, and a tendency for profits to decrease. Thus 
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of the individual firm thus enters into the 
analysis. One factor which has resulted 
from imperfect competition and which 
may prevent the shifting of the social 
security taxes to the worker, at least in 
the short run, is the stickiness of wages.” 
If labor is strongly organized and if 
union policies regulate effectively the 
supply of labor in a given market, it is 
unlikely that an increase in the entrepre- 
neur’s wage-cost, due to a tax on his pay 
roll, will be shifted to the worker in the 
form of a wage reduction. Wages are too 
rigidly fixed under these circumstances 
to permit such shifting of the tax. The 
incidence, therefore, may be dispersed in 
several directions. An increase in the 
price of labor to the entrepreneur, result- 
ing from his inability to reduce wages 
and thus to shift the tax to workers, will 
cause a decrease in the effective demand 
for labor. The unemployment which fol- 
lows will create a burden for labor to 
bear. Moreover, a decline in the demand 
for labor will cause a decrease in the de- 
mand for raw materials—the other im- 
portant marginal cost.*® A reduction in 
the amount of labor and raw materials 
employed will necessarily cause a decline 
in output and an increase in the price of 
the finished good. The higher price will 
place a burden upon consumers of the 
article. Furthermore, the increase in la- 
bor costs, together with decreased sales, 


in the short run, with the output of the monopolistic 
competitor subject to a considerable degree of con- 
trol, the burden of the tax will fall in part upon 
labor as a consequence of less employment and in 
part also upon consumers and upon ownership (see 
Douglas, op. cit., p. 65; also Harris, op. cit., pp. 437- 
38). 


19 See n. 8. 


*° This view is expressed by Slichter (op. cil, 
p. 52). He writes: “Since the marginal costs of 
existing plants in the short run consist of labor and 
raw materials, an increase in the price of one causes 
the demand curve of the other to move to the left.” 
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will reduce profits unless the higher price 
of the finished product offsets the effects 
of these factors entirely. It has been con- 
tended that the social security taxes en- 
croached upon profits in a positive fash- 
ion, especially in 1937, thereby limiting 
expansion.” It seems probable, as one 
writer states, that, whatever may be the 
long-run effect of the special social se- 
curity levies, “there is nearly always an 
immediate burden on the employer.”” 
Thus it seems reasonable to conclude 
that the total burden of the social se- 
curity taxes is distributed among own- 
ers, laborers, and consumers as a conse- 
quence of lower profits, less employment, 
and higher prices, respectively.? 

In recent years considerable emphasis 
has been given to the possibility that the 
consumer may bear the entire burden of 
the social security taxes. This conclusion 
cannot be reached, however, under the 
assumption of a fixed supply of money 
and credit, which is an accepted part of 
the wage theory of incidence. According 
to the proponents of this theory, there is 
nothing in the social security tax pro- 
gram to cause an increase in the total 
demand for goods and services, since the 
amount of money and credit will not be 
increased.** A contrary view holds that 
the increase in initial costs may actually 
compel an expansion of credit which may 

*« Slichter states that the pay-roll taxes “had no 
direct relationship to the downturn in the spring of 
1937, but they were an important factor in prevent- 
ing profits in 1937 from rising above 1936 and so 
they must have materially restrained the vigor of 
the expansion” (09. cit., p. 53). 

** Moulton ef al., loc. cit. 


** The manner in which the burden is dispersed 
among owners, laborers, and consumers will depend 
in part upon the degree of competition among sellers 
and the nature of their costs, the strength of organi- 
— of labor, and the elasticity of demand for the 
product. 


na See Russell Bauder, “The Probable Incidence 
of Social Security Taxes,” American Economic Re- 
new, XXVI (1936), 463-6. 
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make possible an increase in prices with- 
out causing unemployment.** “A rise of 
the cost of labor may be accompanied by 
a rise of prices, by an increase of mone- 
tary supplies and monetary de- 

6 Suffice it here to note 
that monetary policy is too important a 
factor to be ignored in determining the 
incidence of the taxes under considera- 
tion, even though it is admittedly impos- 
sible to state in advance what policy may 
prevail under a given set of circum- 
stances. If monetary expansion does per- 
mit higher prices without a reduction in 
employment, thus passing the burden of 
taxation to the consumers, labor still 
bears part of the burden if real wages 
decline. 

In addition to the few factors men- 
tioned above there are many others 
which have been suggested as important 
for consideration in an effort to obtain a 
realistic picture of the incidence of social 
security taxes.*”7 For example, these 
taxes vary among firms within an indus- 
try and also among industries. Many 
workers, in fact, are still excluded from 
social security benefits. Furthermore, 
the proportion of wages to total costs 
differs markedly, even within an indus- 
try. Moreover, the issues of substitution 
and complementarity should not be over- 
looked. To what extent, for example, 
may capital be substituted for labor? 
This depends upon the elasticity of the 
supply of labor and of capital,”* each of 


*5 Douglas, op. cit., p. 67. 
6 Harris, op. cit., p. 440. 


27Many of these points are treated in con- 
siderable detail in ibid., Part ITI. 


28 One student of this problem believes that in the 
short run “the supply of capitalistic factors [in- 
cluding capital, entrepreneurship, and land] is 
relatively inelastic ....and that of labor elastic 
....,” in which case “labor may succeed in putting 
a large part of the burden upon the former” (#bid., 
P. 423). 
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which is subject to wide variation. In 
this connection the elasticity of demand 
for capital and for labor, as well as elas- 
ticity of supply, is an important variable. 
The degree of complementarity of pro- 
ductive factors should also be recognized 
if such a condition prevails. If the effec- 
tive demand for labor declines as a con- 
sequence of social security taxes, capital, 
as well as labor, will stand to lose if the 
relationship between capital and labor is 
complementary. Capital will gain, on the 
other hand, if it may serve as a substi- 
tute for labor. Therefore, whether the 
factors of production are competitive or 
complementary is a matter of vital sig- 
nificance, in so far as the incidence of the 
social security taxes is concerned, par- 
ticularly if they tend to be shifted back- 
ward. Finally, the disposition of the rev- 
enue obtained from social security taxes 
is not to be ignored. If the funds are used 
exclusively for payment of benefits to in- 
sured laborers, the probability of shifting 
the tax to the worker is increased.” 

On the basis of these brief observa- 
tions on the incidence and effects of so- 
cial security taxes, the following conclu- 
sions appear to be warranted: 

1. The frequently stated theory that 
the burden of pay-roll and wage taxes 
falls entirely upon labor needs qualifica- 
tion. This theory, based upon unrealistic 
assumptions, provides a point of depar- 
ture in an analysis which seeks to intro- 
duce more realistic factors. Conclusions 
relating to incidence will change as we 
make concessions to reality. 

2. Under conditions of imperfect com- 

*° Blough states that, as long as taxes are used 
for benefits, the “tendencies to encourage the use of 
labor-saving machinery and to shift capital to in- 
dustries using little labor are probably at a mini- 
mum, since the desire of workers to be employed in 
covered establishments, the order and regulation 
introduced into the labor market, and possibly 


other benefits might be expected to shift the burden 
to the workers ... .” (op. cit., p. 67). 


petition a part of the burden of social 
security taxes may fall upon the con- 
sumer or factors of production other than 
labor. In such a case the monopoly gain 
of the employer may be considerably re- 
duced, unless the demand for the prod- 
uct is highly inelastic; or the employer 
may be driven out of business entirely, 
leaving workers unemployed, if he is 
making no profit when the tax is im- 
posed. The actual elasticity of supply of 
each factor of production may be quite 
different from that assumed in the usual 
marginal-productivity analysis. 

3. The existence of complementary 
relationships among the factors of pro- 
duction provides a basis for the conten- 
tion that nonlabor elements will share in 
the burden of a tax on pay rolls and 
wages. 

4. Although the general conclusion 
reached here is that incidence of the pay- 
roll and wage taxes does not fall entirely 
upon labor under prevailing conditions, 
it is impossible to state the degree to 
which other elements share the burden. 
This depends upon the particular condi- 
tions in individual firms, among which 
marked differences are found. The dis- 
persion of incidence is not alike in all 
cases, which fact adds to the complexity 
of the problem. 


II 


In view of the many fiscal problems 
caused by the war, it is appropriate to 
give detailed consideration to the role 
which social security taxes may play in 
financing the emergency. A complete 
evaluation of all the significant financial 
aspects of the present social security pro- 
gram is not attempted here. Such an ef- 
fort would lead us beyond the scope of 
this study. Nevertheless, brief mention 
should be made of a few pertinent, but 
unsolved, problems in the realm of social 
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security financing before attention is di- 
rected to the probable advantages and 
disadvantages of extending the use of 
pay-roll and wage taxes as a war finance 
measure. 

The pay-as-you-go versus the reserve 
method of supporting the social security 
program is an important controversial 
issue which concerns tax burdens both in 
the present and in the future. Of partic- 
ular importance in this study is the fact 
that this issue bears significantly on the 
problems involved in a further utiliza- 
tion of social security taxes to help 
finance the war. It is recognized that the 
reserve plan of financing is the more 
costly to taxpayers in the early years; 
the costs of the pay-as-you-go plan in- 
crease in later years. If in the future the 
latter plan should be adopted, resort to 
general taxation to supplement the spe- 
cial taxes on pay rolls and wages now 
levied would probably be necessary in 
order to carry the load. As indicated in 
the pages which follow, social security 
taxes cannot be used for war purposes 
in the event that benefits to be paid con- 
sume the entire current tax receipts. 
Therefore, the controversy regarding the 
wisdom of reserve financing cannot be 
ignored.3° 

Another question of wide interest, 
closely related to the above problem, is 
the probable effect of social security 


# The 1939 amendment to the Social Security 
Act was a step in the direction of the pay-as-you- 
go plan, greatly reducing the contemplated reserve. 
It seems to have the support of many, although not 
all, students of social security financing. For sup- 
port see Abraham Epstein, “Social Security— 
Where Are We Now?” Harper’s, CLXXXI (1940), 
32-39; J. Douglas Brown, “Some Inherent Problems 
of Social Security,” Amnals of the American Academy 
of Political and Social Science, CCII (1939), 1-73 
Moulton ef al., op. cit., pp. 286 ff. In Harris, op. cit., 
Part II, is a detailed discussion of reserve financing, 
which places emphasis upon its advantages in con- 
trast to the views expressed in the above-listed writ- 
ings. 
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taxes on consumption and savings, par- 
ticularly on oversaving.* The building 
of trust funds for purposes of making 
benefit payments at later dates tends to 
reduce the current ratio of consumption 
to income and to raise the savings- 
income ratio. Under certain conditions— 
perhaps those prevailing now—it may be 
desirable to utilize the power of taxation 
to reduce private consumption or to in- 
crease savings. But a decision to use so- 
cial security taxes at the present time for 
these purposes would likely be dictated 
by expediency and would not contribute 
to the solution of the controversial issue 
itself. It is not an uncommon belief that 
social security taxes should be used as 
compensatory devices during various 
phases of the business cycle.* One view 
holds that the financing of the social se- 
curity program should become a means 
of “underpinning the purchasing power 
of the masses which is essential to main- 
tenance of production and the stability 
of the national economy.’ Thus we 
have another issue presented, which is 
important in the broad problem of social 
security financing but which is likely to 
go unnoticed under the stress of the war 
emergency. 

An additional perplexing question 
concerns the degree to which the indi- 
vidual-sacrifice principle should be ap- 
plied in social security financing.** If it 
is desirable to have the burden of finan- 
cial support fall upon the chief bene- 
ficiaries, it then becomes essential to 
know the incidence of various taxes 
which may be used if a proper selection 
of revenue devices is to be made. On the 

3* See Hansen, op. cit., p. 239, for a discussion of 
this point. 

# Ibid., p. 293. 

33 Epstein, op. cit., p. 33. 

34 For a discussion of this point see Shoup’s 
article, “Taxing for Social Security.” 
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other hand, if taxes which supply reve- 
nue for general purposes are to be used 
extensively for social security financing, 
as advocated by some prominent stu- 
dents,*5 the nature of the fiscal problem 
will be altered, and knowledge of inci- 
dence of various taxes will have less sig- 
nificance as far as this particular prob- 
lem is concerned. 

The above points have been selected 
for brief discussion in order to indicate 
the nature of a few vital problems relat- 
ing to social security taxation which re- 
main unsolved. Much research will need 
to be done before the most satisfactory 
means of financing an adequate social se- 
curity program can be devised. The cur- 
rent emergency may cause a postpone- 
ment of the needed study of this broad 
problem. This is unfortunate in view of 
the fact that there is now strong agita- 
tion for an increase in pay-roll and wage 
taxes, the supporting arguments being 
based largely upon the pressing need for 
more revenue rather than upon a convic- 
tion that the social security program it- 
self warrants an increase in these taxes at 
this time. To what extent, then, if at all, 
should added pay-roll and wage taxes be 
employed during this emergency? 

According to scattered press reports, 
the Treasury has suggested that social 
security laws be revised in a manner 
which will yield annually two billion dol- 
lars in addition to the current revenue 
from pay-roll and wage levies. Although 
detailed proposals have not been made 
public, fragmentary reports indicate that 
both extended coverage and higher taxes 
on pay rolls and wages are desired. Do- 
mestic workers, government employees, 
farm laborers, and the employees of non- 
profit institutions, including colleges and 


3SE.g., J. Douglas Brown, loc. cit.; Shoup, 
“Taxing for Social Security,” pp. 165 ff.; Epstein, 
loc. cit. 


universities, will probably be brought 
into the system if the proposals are in- 
corporated into law. 

Those who advocate revising the so- 
cial security tax laws at the present time 
base their case on two points. First, two 
billion dollars additional revenue, which 
would result from the proposed revision, 
would constitute, according to propo- 
nents of the change, a sum sufficiently 
important from the standpoint of yield 
to justify immediate action. In the sec- 
ond place, the claim is made that addi- 
tional social security taxes at this time 
would help to check inflation by forcing a 
shift in purchasing-power from a large 
group, which would normally spend the 
amount for consumption goods, to the 
government. It has been stated, for ex- 
ample, that social security taxes in 1942- 
43 “may .... bea blessing for the coun- 
try; the consumption of the masses will 
. . . . be discouraged to some extent, and 
more resources will be available for wag- 
ing war.”** Those favoring a more exten- 
sive use of pay-roll and wage taxes be- 
lieve, therefore, that the war program 
may be advanced by a change in the law 
which will provide a substantial increase 
in revenue and, at the same time, force 
economies of consumption on the part of 
those affected by the taxes. The danger 
of an explosive inflation, increasing as 
government expenditures mount and as 
our economic machine approaches its 
capacity output, will be lessened, it is 
believed, if higher social security taxes 
make necessary a curtailment of personal 
spending. These points warrant careful 
consideration. First, however, it should 
be noted, parenthetically, that the cur- 
rent proposals to increase social security 
taxes avoid consideration of the broad 
problems of social security as such, plac- 
ing emphasis instead upon the revenue 


36 Harris, op. cit., p. 5. 
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possibilities of these taxes and their prob- 
able help in closing the existing infla- 
tionary gap. 

At the outset we may accept without 
argument the contention that social se- 
curity taxes can be utilized to yield ap- 
proximately two billion dollars in excess 
of the present yield. Extended coverage, 
as mentioned above, together with rates 
of 4 per cent on employees and 6 per cent 
on employers, would, according to some 
estimates,’ bring this additional amount 
of revenue to the Treasury. Whether the 
actual addition would be somewhat more 
or less than the estimated amount is not 
particularly important in a discussion of 
the principles involved. It seems reason- 
able to assume, however, that the poten- 
tial yield of this plan is great enough to 
justify its serious consideration when 
viewed solely from the standpoint of ca- 
pacity to raise revenue. But in spite of 
the pressing needs of the Treasury, the 
ability of social security taxes to produce 
funds for the government should not be 
the only factor considered in an effort to 
justify further use of these revenue de- 
vices. As shown in later pages, there are 
many serious objections to higher social 
security taxes at this time, unless the se- 
curity program, rather than the war, dic- 
tates an increase in levies. 

Granting that social security taxes can 
be employed to add two billion dollars 
annually to revenue receipts, the ques- 
tion pertaining to the effectiveness of 
these levies as an inflation-control meas- 
ure remains unanswered. Would the ad- 
ditional revenue be obtained from funds 
which would otherwise be spent for con- 
sumption goods? In other words, would 
this move have the effect of helping to 

A United Press news story from Washington, 
printed in the Cedar Rapids Gazette on February 8, 
1942, stated that one proposal called for rates of 


4and 6 per cent with coverage extended to “include 
21,000,000 additional] workers.” 


check inflation, as claimed by its advo- 
cates, by forcing a reduction in purchases 
on the part of consumers? In attempting 
to answer these questions and to predict 
the probable anti-inflationary influence 
of higher social security taxes it is neces- 
sary to consider again the incidence of 
these levies. As shown in Part I of this 
study, it is impossible, especially in the 
short run, to determine definitely who 
bears the burden of these taxes. There- 
fore, only qualified statements should be 
made regarding their economic conse- 
quences. 

If the burden of the social security 
taxes falls ultimately upon the workers, 
which is the common but not necessarily 
the correct opinion, any additional reve- 
nue obtained from these levies would 
have the effect of draining purchasing- 
power from a large group of buyers of 
consumption goods. This would result, 
therefore, in a decrease in the effective 
demand for goods and services on the 
part of the laborers bearing the burden, 
if we assume that the workers would 
otherwise have expended the money that 
was paid in taxes. In this event, addi- 
tional pay-roll and wage taxes would 
have an anti-inflationary effect. This 
conclusion need not be accepted, how- 
ever, because the validity of the assump- 
tions upon which it is based is question- 
able. If, on the other hand, the burden of 
these taxes falls, at least in part, upon 
capital and entrepreneurship, which, as 
indicated in Part I above, is a likely re- 
sult in a short period characterized by 
economic friction, there is no certainty 
that the imposition of higher social se- 
curity taxes would be effective as a check 
on inflation. In the case of marginal pro- 
ducers an extended use of these taxes 
might actually dry up sources of tax rev- 
enue by forcing these producers out of 
business. A Brookings Institution study 
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states that many companies with meager 
financial resources will fail if social se- 
curity taxes become more burdensome, 
implying, thereby, that the incidence is 
on capital.3* To the extent, therefore, 
that the burden of these taxes is borne by 
factors of production other than labor, it 
becomes increasingly difficult to deter- 
mine the economic consequences of the 
levies and to justify their use as anti- 
inflation devices. In case the returns to 
capital and entrepreneurship are reduced 
as a result of higher social security taxes, 
there is little reason to conclude that a 
check would necessarily be placed on an 
incipient inflationary movement by these 
levies. A decline in the demand for capi- 
tal goods might follow, but it is unlikely 
that the demand for consumption goods 
would be affected. If, finally, we grant 
the possibility that part or all of the bur- 
den of social security taxes may be 
passed forward, at least temporarily, to 
consumers in the form of higher prices, 
it becomes obvious that additional levies 
would have the effect of contributing to 
these price increases rather than check- 
ing them. To be sure, such price in- 
creases as might result in these cases 
would not be serious factors in causing a 
general inflationary price movement. On 
the other hand, it can hardly be argued 
that social security taxes are anti-infla- 
tionary in effect if their burden is shifted 
to consumers in the form of higher prices. 

Our treatment of the incidence of so- 
cial security taxes in Part I of this study, 
together with the above discussion of 
this problem with reference to the prob- 
able anti-inflationary effects of an in- 
crease in the levies during the present 
emergency, leads us to conclude that the 
uncertainty which surrounds the prob- 
lem of incidence raises a serious question 


3® Moulton ef al., op. cit., p. 286. 


pertaining to the advisability of using 
these levies to close, in part, the infla- 
tionary gap.” They would be partially 
effective, no doubt, as an inflation check. 
But to the extent that the incidence of 
these levies is dispersed, their effective- 
ness as a means of controlling inflation is 
lessened. 

There remains another problem to 
consider, even if we grant that an in- 
crease in pay-roll and wage taxes will ac- 
complish the stated objective of raising 
two billion dollars’ additional revenue 
while providing, at the same time, a par- 
tially successful check on inflation. We 
refer here to the advisability of singling 
out wages and pay rolls as sources of ad- 
ditional tax revenue at this time. The 
emergency notwithstanding, a careful se- 
lection of the means of acquiring more 
and needed revenue is of vital impor- 
tance now in the interests of social jus- 
tice and general economic welfare. Pre- 
sumably, if social security coverage is 
extended, as suggested, benefits will be 
provided for many workers who are 
being included in the program for the 
first time; and if the levies on wages and 
pay rolls now taxed are raised, as also 
suggested, benefits to the workers al- 
ready covered will be increased. It is to 
be noted that these points concern di- 
rectly the broad problem of social securi- 
ty itself as an economic problem without 
reference to. the financial emergency cre- 
ated by the war. Two questions, then, 
arise immediately. First, is there a need 
now for a more comprehensive plan for 
social security itself? Second, if there 


39 The effects of general and specific pay-roll and 
wage taxes may vary. In the case of a general tax, 
private purchasing-power will tend to be reduced to 
a greater extent than in case the levies are made to 
apply to a few specific industries. Wider coverage, 
therefore, will obviously add to whatever effect 
these taxes may have as inflation controls. 
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seems to be at this time justification for 
an enlarged program, should it be 
financed entirely by expanding the levies 
on pay rolls and wages? 

Unless the answer to each of the above 
questions is “yes,” the proposal to ex- 
tend the use of social security taxes at 
the present time is not warranted. It is 
one thing to recommend that higher pay- 
roll and wage taxes be levied on the 
ground that a need exists for an enlarged 
social security program which can be 
financed best by means of these special 
taxes. It is quite a different matter to 
suggest that levies on pay rolls and wages 
be increased because they will produce 
revenue that is needed in the prosecution 
of the war and because they will possibly 
help to control inflation.*° If (1) an ex- 
pansion of the social security program 
can be justified now because of real need 
for it and (2) the enlarged program can 
be financed to best advantage by higher 
taxes on pay rolls and wages and (3) the 
revenue receipts thus obtainable can be 
made immediately available for war ex- 
penditures by continuing the reserve 
method of financing rather than sub- 
stituting the pay-as-you-go method, as 
urged by some students, then additional 
revenue from pay-roll and wage taxes 
would be warranted for war purposes, 
and whatever check would be provided 
against inflation would be most welcome. 
Otherwise, reliance on these taxes would 
Bins There is reason to believe that officials are giv- 
ing primary consideration to revenue rather than to 
social security needs. For example, Secretary Mor- 
genthau is reported to have stated that he and 
others had agreed that the tax rate should be based 
not so much on the actual needs of the social se- 
curity program as on the need of the government to 
prevent inflation and also to finance what was, at 
the time the opinion was expressed, the defense pro- 
gram (see an Associated Press dispatch in the Cedar 
Rapids Gazette, October 30, 1941; also “Social 


od Taxes,” Nation, November 8, 1941, p. 
446). 


mean a concession to expediency and op- 
portunism and would violate the canon 
of social justice in taxation. 

With respect to Points 1 and 2 in the 
preceding paragraph, it may be repeated 
that any statements regarding the need 
to expand the social security program 
now and to finance it by means of higher 
taxes on pay rolls and wages should be 
based upon a thorough study of social 
security itself rather than upon the fiscal 
demands of the Treasury caused by the 
war. It is interesting to note that the re- 
cently published Beveridge report to the 
British House of Commons proposes a 
revolutionary social security plan for the 
post-war period in Great Britain. It is 
designed, according to its author, to ful- 
fil the Atlantic Charter’s aspiration to 
freedom from want. Under this sug- 
gested program, roughly 1o per cent of 
the British national income would be 
devoted to financing a huge social insur- 
ance scheme, with something over one- 
half of the cost being paid out of general 
taxes and the remaining portion out of 
taxes on pay rolls of employers and 
wages of employees.” There are several 
other phases of the proposal for which 


4* The ability-to-pay principle, involving some 
progression, is generally accepted as the foundation 
of social justice in taxation. Social security tax 
rates are proportional, not progressive. Some, not 
all, wages and pay rolls are taxed. This will con- 
tinue to be true if the current proposal becomes 
law. It is apparent, therefore, that social security 
taxes are not levied in accordance with the ability- 
to-pay principle. The benefit principle, which has 
a minor role to play in a tax system, is involved to a 
major degree in social security taxation, owing to 
the fact that certain taxed laborers may ulti- 
mately be the chief beneficiaries. On the whole, 
however, an extended use of social security taxes 
at the present time cannot be defended on grounds 
of either ability to pay or benefit. 


47 A summary of the Beveridge report was con- 
tained in an Associated Press story from London 
carried in the morning newspapers of December 2, 
1942 (see the Des Moines Register of that date). 
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there are no counterparts in the United 
States. It should be remembered, how- 
ever, that the Beveridge report is only a 
blueprint, not a reality, at the present 
time. It constitutes a plan for the post- 
war period, but, according to the press, 
opposition lines were already forming 
before the report was made public.” If a 
plan similar to that contained in the 
Beveridge report is formulated in the 
United States, which is not beyond the 
realm of possibility, it will likely be, as 
recommended in the British report, a 
proposal for the post-war period. It 
seems safe to predict that no significant 
changes will be made soon in our social 
security program primarily for the pur- 
pose of revolutionizing social security as 
such. Any revision of the present pro- 
gram which may occur in the near fu- 
ture will probably be the result of the 
Treasury’s demands for revenue. 
Regarding Point 3 above, if an ex- 
panded social security program, financed 
by a more extensive use of pay-roll and 
wage taxes, continues to be advocated, 
it is important to consider carefully the 
probable economic consequences of re- 
serve financing which would, of neces- 
sity, be a feature of the plan. It was 
noted earlier in this study that the re- 
serve versus the pay-as-you-go method 
of financing is a highly controversial is- 
sue. If, however, the Treasury is to have 
the use of the two billion dollars addi- 
tional revenue which, according to esti- 
mates, can be secured by means of higher 
levies on pay rolls and wages, it becomes 
apparent that the reserve plan of financ- 
ing must be retained. It is only by means 
of collecting revenue from social security 
taxes in excess of the current benefit pay- 
ments that funds from these sources can 


43 Ibid. 


be made available for use by the Treas. 
ury in the prosecution of the war. An 
enlarged pay-as-you-go social security 
plan, regardless of how it might be 
financed, is not being urged now as a war 
fiscal measure, for the obvious reason 
that no net revenue would accrue to the 
Treasury as a consequence of collecting 
taxes only to the amount necessary to 
pay benefits. Thus pay-roll and wage 
taxes cannot be employed for the dual 
purpose of (1) paying benefits to covered 
workers and (2) providing help in financ- 
ing the war. It is clear, therefore, that 
those who advocate extending the appli- 
cation of social security taxes as a finan- 
cial aid in the present emergency give 
tacit approval to the reserve method of 
supporting social security. If, as many 
believe, a pay-as-you-go plan would 
make necessary the use of general taxa- 
tion, at least to supplement special levies 
on pay rolls and wages, then it is evident 
that those who urge an extended use of 
the latter sources of revenue at this time 
find themselves once more lending sup- 
port to the reserve method of financing. 
Those who contend, on the other hand, 
that general taxes should be increased in 
order to finance social security on a pay- 
as-you-go basis will be critical of pro- 
posals to offset part of the costs of the 
war by heavier taxes on pay rolls and 
wages because the reserve fund system 
would thus be perpetuated. 

As has been pointed out before in this 
study, the principal objective of those 
advocating higher social security taxes 
seems to be more immediate revenue, 
with only incidental importance being 
attached to improvements in the social 
security program per se which might re- 
sult. Would it not be better to reverse 
the order of consideration, thereby giv- 
ing attention first to social security as & 
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matter separate from the problem of 
financing the war? There seems to be little 
reason for relying on pay-roll and wage 
taxes to produce additional revenue un- 
less a needed expansion of the social se- 
curity program itself calls for such levies. 
If a plan for an expanded social security 
program to be financed by pay-roll and 
wage taxes and to function in the inter- 
ests of the masses is not first prepared, 
the idea of obtaining war revenue from 
these taxes should be abandoned, and 
resort should be had to other more equi- 
table fiscal measures. Experimenting 
with social security as a means to other 
ends cannot be defended at this time. 
Mopping up of surplus incomes must be 
accomplished by levying additional 
taxes, but this goal should be reached 
without exploiting social security. 

The second section of this study may 


be summarized as follows: (1) taxes on 
pay rolls and wages can be used during 
the present emergency to produce addi- 
tional revenue, perhaps to the amount of 
two billion dollars annually; (2) to the 
degree that the incidence of these taxes 
is on workers, a point concerning which 
there is controversy where the short run 
is concerned, these levies would tend to 
be useful in checking an inflationary 
trend; if, however, the incidence is on 
capital, entrepreneurship, or consumers, 
the anti-inflation argument for the use of 
these taxes is less convincing; and (3) 
there is little justification for financing 
the war in part by pay-roll and wage 
taxes unless these levies can also be de- 
fended as the best available means of 
supporting a social security program 
which itself needs to be expanded. 
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THE CO-ORDINATION PROBLEM IN WAR ECONOMY 


E. RONALD WALKER 


zation for war the problem of eco- 
nomic co-ordination, if not complete- 
ly absent, is at least unobtrusive. The 
government enters the market as a pur- 
chaser of goods and an employer of labor, 
but the scale of its operations is not such 
as to effect a major diversion of resources 
from their previous employments. In- 
deed, if superimposed upon a state of 
slack business, the government’s early 
wartime demands can be met largely by 
an expansion of employment and a re- 
duction in surplus capacity. In such cir- 
cumstances procurement need not in- 
volve control over production, except 
where secret processes are involved or 
where private enterprise fails to supply 
the necessary capital and initiative. In- 
dependent purchasing by the services, 
and even by different sections of the 
same service, promises quicker results, 
greater freedom in specification, and less 
red tape than does centralized purchas- 
ing. The chief pressure for co-ordination 
at this stage comes from the treasury, 
with its chronic suspicion that spending 
departments may be extravagant, and 
its despair over controlling disburse- 
ments that are diffused through numer- 
ous agencies, each operating as a law 
unto itself. On the other hand, impa- 
tience with treasury control begins, even 
in the early stages of the war effort, to 
condition the minds of procurement ex- 
ecutives against the co-ordinative meas- 
ures which subsequently become neces- 
sary for other than financial reasons. 
Even in this honeymoon stage of in- 
dustrial mobilization, some evidences of 


[ THE early stages of industrial mobili- 


imperfect co-ordination attract public 
attention. Inconsistent price policies of 
the several purchasing authorities raise 
doubts as to the possibility of a general 
policy of price stabilization; unsystemat- 
ic geographical distribution of orders 
leads to wasteful cross-traffic and in- 
duces unnecessary migration of labor; 
multiplication of inspectoral services irri- 
tates the contractor and fosters the be- 
lief that, even in war, government is in- 
efficient and extravagant. Nevertheless, 
in the early stages of the industrial war 
effort, these are felt to be but minor 
blemishes. The predominant problem is 
to get things moving, even if at a cost 
which may seem excessive. Unspent 
treasury balances are to be avoided like 
the plague, for they appear in the hectic 
atmosphere of war as evidence of failure 
to get things done rather than the fruits 
of prudent administration. If co-ordina- 
tion and expedition come into conflict, 
co-ordination must give way. 

As the war effort develops, however, 
new problems emerge, and procurement 
becomes increasingly involved in control 
over production. Those who are respon- 
sible for the supplies of the fighting forces 
find that their only hope of getting the 
goods on time is to see that the producers 
can dispose of the necessary materials 
and labor and that they plan their pro- 
duction properly. Divided control be- 
comes the chief bugbear of the procure- 
ment executive, and he seeks the ready 
remedy of extending his own control back 
toward the original factors of production. 
But this brings, sooner or later, conflict 
with other procurement agencies, be- 
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cause the original factors of production 
have alternative uses and are scarce rela- 
tive to the appetite of war. The limit- 
ing factor in the operations of one pro- 
curement agency tends to be the opera- 
tions of the others as well as the uncon- 
trolled purchasing of the civilian con- 
sumer. Indeed, the difficulties in pro- 
curement which impel agencies to extend 
their control over production are often 
due not so much to the inefficiency of 
producers as to the growth of competi- 
tion for productive resources. In many 
instances the emergence of conflict be- 
tween the production controls of the sev- 
eral procurement agencies represents 
merely a more acute phase in the process 
by which procurement develops into pro- 
duction control. 

In other words, the problem of co- 
ordination does not emerge from the 
background as long as industrial mobili- 
zation is on a restricted scale, either be- 
cause military programs are small or be- 
cause engineering and administrative 
bottlenecks stand in the way of a larger 
war effort. As these technical problems 
are solved, however, the economic prob- 
lems, which are always implicit in a 
large production program, rise to the sur- 
face, although their true nature is often 
not recognized. As long as the latter is 
the case, solutions continue to be sought 
chiefly in higher powered administration 
and greater disregard for “red tape.” 
While such methods may ease the situa- 
tion if they reduce the time and other re- 
sources consumed by circuitous proce- 
dures and indecision, the mere multipli- 
cation of energy and dispatch yields dis- 
appointing results if these qualities are 
devoted to mutually incompatible ends. 
If two procurement agencies are compet- 
ing for the same limited stock of mate- 
rials or labor, the success of one agency 
spells failure for the other. The funda- 
mental problem is to secure the best allo- 


cation of original factors of production, 
and, while it has sometimes been argued 
that in a peace economy this is best 
achieved through the processes of the 
market, it is not likely to be reached 
through the independent operations and 
controls of arbitrary authorities. 

The obvious solution for a conflict of 
authority, from an executive viewpoint, 
is to establish a single authority either to 
take over the several responsibilities of 
the conflicting authorities or to exercise 
supreme power over them. The former is 
illustrated by the amalgamation of sepa- 
rate purchasing agencies into a single 
procurement department; while the lat- 
ter is approached in varying degree by 
the supreme production authority, which 
in some form or other, has been set up 
in most belligerent countries. However, 
the distinction between amalgamating 
several agencies and placing them under 
the direction of a single supreme author- 
ity is not so clear in practice as in theory. 
A centralized purchasing authority, re- 
placing several independent agencies, 
must be sectionalized, and the problem of 
co-ordination of the various sections re- 
mains. Similarly, a supreme production 
authority must delegate functions and 
powers to subsidiary authorities and 
leave them a considerable degree of ex- 
ecutive independence; again the prob- 
lem of co-ordination remains. An ad- 
ministrative “solution” of the problem of 
co-ordination is by no means a complete 
solution. It may provide machinery for 
consultation and exchange of information 
between the several sections or agencies 
and a final overriding authority in case 
of dispute. But the adjustment of the 
controls of the various agencies to one 
another, and to the basic requirements of 
civilians, does not follow automatically 
from these administrative arrangements. 

More fundamental than the establish- 
ment of a supreme authority is the for- 
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mulation and adoption of a single master- 
plan, covering all phases of wartime eco- 
nomic policy. It may be that a master- 
plan implies a mastermind and that the 
plan can be evolved only by a supreme 
executive authority. But it is quite pos- 
sible to have a supreme economic author- 
ity without a master-plan; and from this 
viewpoint the plan is the more funda- 
mental factor in co-ordination. Even in 
the absence of continual direction by a 
supreme executive authority, the adop- 
tion of a common, clearly defined plan by 
the various war agencies of government 
would facilitate co-ordination. One of 
the principal contributions of a supreme 
economic authority to co-ordination may 
well be the education of the subordinate 
agencies in the principles of war econom- 
ics and in the relation of their sectional 
spheres of influence to the war produc- 
tion plan as a whole. It is necessary to 
consider, however, what is involved in 
such a master-plan. 

Production programs tend to be 
evolved piecemeal, as various specific 
projects secure the approval of the au- 
thorities responsible for the conduct of 
the war. Once approved, each project 
becomes a commitment for the procure- 
ment agency that is charged with its 
completion. In order to avoid falling 
down on its job, the procurement agency 
is driven to supervise the actual produc- 
tion that lies behind the supply of the 
goods in question and even to control the 
allocation of the original factors of pro- 
duction. Both these activities have their 
place in the execution of a procurement 
program, but it is useful to draw a dis- 
tinction between them analogous to that 
sometimes drawn between tactics and 
strategy in military operations. The 
supervision of a specific production proj- 
ect may be likened to the employment of 
forces in contact with the enemy, while 
the allocation of the factors of production 
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on a large scale resembles the prior dis- 
position of forces with a view to their 
ultimate employment at a favorable 
time and place. Pressing the military 
analogy a little further, we may liken the 
approval of a procurement program to 
the adoption of the objectives of a cam- 
paign, which are temporally and logically 
prior to both strategical and tactical op- 
erations but which cannot be settled in 
complete abstraction from strategical 
and tactical considerations. 

In the absence of a master-plan for war 
production, the problems of economic 
strategy are never posed or worked out 
on the proper scale. Instead, the disposi- 
tion of forces tends to be settled by the 
independent tactical plans of the various 
procurement agencies and the controls 
which they establish. On the other hand, 
a master-plan is concerned not with the 
internal execution of a specific produc- 
tion project but with the whole program 
of approved projects and with the frame- 
work of conditions which will make pos- 
sible their completion. One of these con- 
ditions is that the production executives 
should be efficient within their own field, 
for good strategy can be nullified by bad 
tactics. But the general cannot com- 
mand each individual unit, and a strate- 
gic plan cannot pretend to solve the tac- 
tical problems that will arise when action 
is joined. Similarly, a master-plan for 
war production will leave plenty of prob- 
lems to test the energy and skill of the 
production expert, while restricting his 
freedom so far as major diversions of re- 
sources are concerned. 

The implementation of the practical 
measures designed to release the original 
factors of production from peacetime em- 
ployment and to place them at the dis- 
posal of specific production projects need 
not necessarily be taken out of the hands 
of the procurement authorities. For in- 
stance, if land and labor previously de- 
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voted to commercial flower-growing is to 
be diverted to vegetables for canning, 
the necessary control can be convenient- 
ly secured through the procurement au- 
thority which is concerned with purchas- 
ing the vegetables. But it is for the gen- 
eral plan to determine whether the land 
and labor for the vegetables are to be ob- 
tained from that source or from some 
other. In many cases, however, it is 
more convenient for a single authority to 
undertake the transfer of resources out 
of peacetime employment into the pro- 
duction projects of various procurement 
agenc‘es. This is generally recognized, 
for instance, where a large-scale geo- 
graphical and occupational movement of 
labor is required to meet the require- 
ments of diverse production projects. 
Thus, in Australia the Munitions De- 
partment originally conducted its own 
employment bureau and __ training 


schemes, but these were subsequently 
merged into a national employment serv- 


ice and industrial training scheme con- 
ducted by the Department of Labour 
and National Service. To return to the 
military metaphor, it is often useful to 
distinguish between tactics and logistics 
and to assign, within the general strate- 
gic plan, specialists to each. 

The master-plan must take account 
not only of the war-production program 
proper but also of what are called “es- 
sential” civilian needs, the fulfilment of 
which may be menaced by the transfer 
of resources to war production. On the 
one hand, direct restrictions must be 
placed upon civilian production; and, on 
the other, definite action may be required 
to conserve certain civilian industries. 
The latter requirement may impose a 
limit upon the procurement program, 
since the reduction of civilian consump- 
tion below a certain critical level would 
render it impossible to continue the 
struggle. This critical level may be above 
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or below what is generally considered the 
minimum subsistence level, for it is de- 
termined largely by the psychological 
factors which go to make up “morale.” 

A master-plan for war production has 
obvious similarities with the concept of a 
fully planned economy in peacetime, the 
possibility of which has been much dis- 
cussed in recent literature. In particular, 
attention has been drawn to the difficulty 
of insuring that, under a planned econ- 
omy, individual wants will be satisfied to 
the greatest possible extent. This diffi- 
culty, at least, sinks into the background 
in the planned war economy, for war- 
time governments are usually content to 
impose an objective standard of essen- 
tial civilian needs for planning purposes 
and do not worry unduly if violence is 
done to individual variations in tastes. 
The scale of preferences to which a war 
economy is expected to conform is frank- 
ly authoritarian. Nevertheless, as will 
be noticed below, the formulation of a 
master-plan for the war economy pre- 
sents difficulties of its own. 

It is worth mentioning at this point, 
however, that the concept of a master- 
plan for the whole economy has also cer- 
tain affinities with the economist’s con- 
ception of the individual economy of the 
consumer or the producer. The consum- 
er is supposed to allocate his income over 
various channels of expenditure accord- 
ing to his scale of preferences: a problem 
strictly analogous with the allocation of a 
nation’s factors of production according 
to a master-plan. It is assumed that the 
relative subjective values of increments 
of each consumer’s good, and relative 
prices, are sufficiently present in the con- 
sumer’s mind to enable him to carry out 
marginal substitution wherever this 
promises to augment his total satisfac- 
tion. Similarly, the master-plan for war 
economy presupposes a set of preferences 
for various types of production, and & 
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process of transfer of resources from one 
employment to another, which is con- 
tinued until the war effort, in the view of 
the government, reaches a maximum. It 
is also assumed, for purpose of analysis, 
that the consumer’s scale of preferences 
is self-consistent “in the sense that if I 
prefer A to B and B to C, I also prefer 
A to C’”; in other words, that the dif- 
ferent sectors of the consumer’s plan are 
thoroughly co-ordinated. Similarly, a 
“rational” master-plan for war economy 
must be self-consistent. Lack of co-ordi- 
nation in practice would imply either in- 
ternal contradictions in the general plan 
or failure of one or more government 
agencies to adhere to the plan. 

From this point of view, the concept of 
a master-plan for war production may 
find a ready home in the mind of the 
economist. But it is doubtful whether 
any such complete plan exists in any of 
the warring countries, although all gov- 
ernments attempt to plan over part of 
the field. In view of the piecemeal fash- 
ion in which procurement programs are 
usually built up and of the relative ab- 
sence of co-ordination problems in the 
earlier stages of the industrial war effort, 
one may be inclined to attribute the lack 
of such a plan to a widespread confusion 
between the tactical and the strategical 
problems of war production. However, 
the question of why a complete plan is 
not attempted is more likely to be met 
with the observation that it might be use- 
ful in theory but is not practicable. When 
a contrast is drawn between the theo- 
retically desirable and the practically 
possible, it is usually instructive (at least 
for the economist) to examine the prac- 
tical difficulties. We pass, therefore, to a 
brief review of some of the obstacles to 
the formulation of a master-plan for the 
war economy. 

*L. Robbins, Nature and Significance of Economic 
Science (2d ed.; London, 1935), p. 92. 
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The first difficulty arises from the de- 
pendence of economic policy upon prior 
decisions relating to military operations. 
The strength of the land, sea, and air 
forces to be employed, the choice of 
weapons and tactics, and the timing of 
operations all help to determine what has 
to be produced and what man-power will 
remain at the disposal of industry after 
the fighting forces have taken their share. 
These decisions of military strategy must 
themselves reflect changes in the course 
of the war, and the latter introduce an 
element of considerable instability into 
any general economic plan. In many 
countries the problem is further compli- 
cated by imperfect co-ordination be- 
tween the several fighting services and a 
failure to take economic factors fully into 
account in the formulation of their plans. 
It is not unusual for two services to adopt 
procurement programs which are mu- 
tually inconsistent in the sense that the 
completion of one program would de- 
prive the other of certain materials. It 
has often happened, too, that those re- 
sponsible for determining the size of the 
fighting forces have not given sufficient 
weight to the number of workers required 
in industry to maintain such large 
armies. Indeed, it is still something of a 
novelty for military leaders to display 
any interest in this aspect of warfare. 
All these problems are complicated by 
the necessity for collaboration with one’s 
allies, who may have different concep- 
tions of strategy and are sure to be differ- 
ently organized in both the military and 
the industrial fields. 

Another source of instability is hu- 
man inventiveness, which not only ap- 
pears to be perversely stimulated by war 
but also finds a ready market and abund- 
ant capital for development and ex- 
ploitation in wartime. The planning of 
production involves an almost daily di- 
lemma, since mass production requires 








standardization and _ standardization 
promises early obsolescence. Inevitably 
programs must be subject to frequent 
revision. 

Even where military strategy is clear- 
ly defined and the technology of war rela- 
tively static, the preparation of a com- 
prehensive production plan is an enor- 
mous undertaking. The range of articles 
required is so great, and there are so 
many branches of the forces to be satis- 
fied, that the consolidation of require- 
ments demands an army of its own and 
threatens to take more time than the 
actual campaigns. Moreover, as the ma- 
terial is assembled, its complexity taxes 
the most elastic brain, and there may 
well be room for doubt as to whether any 
single mind, or any small group of minds, 
can absorb more than a fraction of it. 
The mind can inspect a lengthy list of re- 
quirements quantitatively assessed, but 
nothing is gained unless the mind can 
draw some inferences from the data pre- 
sented to it. A first step in this direction 
is the mechanical one of breaking down 
production programs into the quantities 
of real resources which they represent—a 
step which is surprisingly difficult in 
practice and often somewhat unpopular 
with those responsible for production. 
But this step does not reduce the com- 
plexity of the program very greatly, be- 
cause the resources required for various 
production projects are often highly spe- 
cialized, and the range of materials and 
skills required is again such as to make 
the mind reel rather than undertake any 
further mental manipulation of the data. 

The difficulty of the task of formulat- 
ing a production program in compre- 
hensible and significant terms provides 
an ally for the natural reluctance of the 
proponents of particular projects to have 
them merged into a general program, 
subject to analysis and assessment ac- 
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cording to the availability of resources, 
Each project, considered by itself, can be 
readily justified on the grounds of the 
contribution it will make to military 
strength or the need to match some in- 
novation of the enemy. The suggestion 
that it should be weighed against other 
new proposals, or against projects al- 
ready indorsed, which also involve claims 
on a limited stock of real resources, is 
generally unwelcome and may even be 
felt to be an affront to the authority that 
is willing to certify to the “essentiality” 
of the particular project. Yet acceptance 
of the view that every proposal should 
be considered on its merits, in complete 
abstraction from other commitments, 
would imply an irrationality comparable 
with that of a consumer who had no es- 
tablished scales of preference and spent 
his money on everything that caught his 
eye. If the war effort is to be brought to 
a maximum, the attempt must be made 
to apply the principle of economy, and 
programs must be formulated and “cost- 
ed,” in terms of real resources, however 
crude the calculation may have to be. 
A war-production program in the nar- 
row sense must be supplemented by a 
program of civilian requirements, and 
here again difficulties present themselves. 
Although the government is in a position 
to fix standards of consumption which 
must be maintained, this involves a com- 
plete change in the conventional attitude 
of government toward industry and vio- 
lates industry’s conception of itself. De- 
spite the economist’s persistent emphasis 
on the function of industry as a producer 
of goods to satisfy the needs of consum- 
ers, industry thinks of itself primarily as 
a source of jobs and incomes, and the 
dominant objective of government policy 
in peacetime is the development and pro- 
tection of industries which provide live- 
lihoods. Consequently, the view that 
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production for the civilian market must 
be restricted to the minimum tends to be 
interpreted in terms of the lowest toler- 
able degree of activity in the industries 
affected. From the entry of the United 
States into the last war until the end, 
there was bitter controversy over the de- 
sirability of restricting or conserving “in 

essential” industries.? Businessmen and 
officials alike still sometimes worry over 
where the taxes to pay for war produc- 
tion are to come from if people are pre- 
vented from making incomes out of less 
essential production. 

With this intellectual and emotional 
background to the problem, it is extreme- 
ly difficult for a government to estimate 
the extent to which resources can be 
made available for war production by re- 
ducing inessential civilian production. In 
practice there is a strong tendency for 
restrictions to grow, like production pro- 
grams, in piecemeal fashion, and for the 
initiative to rest with individual procure- 
ment authorities which seek to complete 
their own projects by shutting down on 
competing civilian demands for mate- 
rials or products in short supply. It is 
only when the war-production program 
proper is costed in terms of labor and 
other resources that the need for an esti- 
mate of the contribution which can be ex- 
pected from the restriction of less essen- 
tial civilian production is likely to be 
recognized. Even then it is usually found 
that the available statistical data relat- 
ing to employment and materials used 
in various sections of civilian industry is 
almost hopelessly inadequate for this 
purpose. 

Overshadowing any such approach to 
planning the economic war effort as a 
whole, however, is the further difficulty 
that public policy remains a resultant of 

* Cf. Monthly Labor Review, LIV, No. 1 (January, 
1942), 16. 
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various competing interests, even in war- 
time. It is easy to pay lip service to the 
objective of a maximum war effort, but 
in practice other objectives are concur- 
rently pursued which are not always con- 
sistent with a maximum war effort. The 
severity of restrictions upon inessential 
industry and the choice of measures to 
divert labor and other resources to war 
production are often influenced, on the 
one hand, by notions of equity and of 
rough “equality of sacrifice” and, on the 
other, by the desire to disturb normal 
commercial practices as little as possible. 
Business and labor groups alike are in- 
clined to adjust their attitudes to various 
wartime measures with one eye, at least, 
upon post-war prospects. Sometimes, 
even, public policy is influenced in some 
measure by sectional interests to whom 
the war appears as an opportunity. Any 
close study of the administration of the 
economic side of the war effort breeds 
doubts as to the possibility, in practice, 
of “total” war. In other words, the for- 
mulation of a master economic plan 
tends to be frustrated not only by the 
complexity and intractability of the tech- 
nical and statistical data but also by the 
persistent clash of objectives. 

It is not surprising, therefore, that the 
problem of economic co-ordination in 
wartime seems continually to evade the 
various administrative solutions which, 
from time to time, are proposed or ap- 
plied in all belligerent countries. How- 
ever, economic analysis, by bringing 
greater insight into the causes of these 
difficulties, contributes something to 
their solution, and the continual struggle 
to formulate a master economic plan 
must augment, in some degree, the ra- 
tionality and the all-over efficiency of the 
war effort. 


MELBOURNE, AUSTRALIA 
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very large measure to the recent 

outpouring of publications on the 
causes, conduct, and consequences of 
war. There are good reasons for this 
comparative reticence. Many of the 
economists who have specialized on 
monetary, production, trade, price, and 
similar problems involving analysis of 
practical policy are now so placed that 
they have neither time nor opportunity 
to write freely. 

Another reason, particularly in respect 
of post-war economic problems, is that 
easy optimism is hard to come by. No 
one likes to be a Jeremiah at a time when 
maximum effort is needed from the whole 
community. But economists, whose 
work necessarily lies in analyzing the 
complex and delicate relationships that 
make up the essential fabric of modern 
economic activity, are uncomfortably 
aware of the strains and distortions that 
accumulate in time of war. They are not 
likely to believe that such strains and 
distortions will disappear quickly in re- 
sponse to the rather simple formulas that 
are so often advanced for settlement of 
post-war problems. On the contrary, 
they fear that an intractable situation 
may well arise to create the dilemma of 
rapid economic deterioration, on the one 
hand, or vigorous and largely noneco- 
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nomic controls, on the other. This does 
not exclude the possibility that a rather 
considerable “reconstruction boom” may 
follow a brief period of hesitation and re- 
tooling at the end of the war. Indeed, 
such a boom, and the collapse that may 
follow, form part of the pattern of de- 
terioration which economists fear. 

It must be admitted, also, that much 
recent economic analysis has been based 
on assumptions that must now be recon- 
sidered before the analysis can be applied 
to the strange and shifting amalgam of 
politics and economics with which ad- 
ministrators must grapple. At its best, 
such analysis was engaged in the con- 
struction of models, and the precise es- 
tablishment of basic relationships, upon 
significant simplifying assumptions that 
abstracted from irrelevant complexities. 
At its worst, it fitted Tennyson’s de- 
scription of the cry that greeted King 
Arthur as he sailed off to the island val- 
ley of Avilion: 

like a wind, that shrills 


All night in a waste land, where no one comes, 
Or hath come, since the making of the world. 


This is not to say that good theory is use- 
less. On the contrary, it is a very essen- 
tial tool. Much, however, of the tool- 
making before the war-conversion pro- 
gram went into effect must be redesigned 
before being applied to war and its after- 
math. 

Whatever may be the reasons for the 
relative abstention of economists from 
the spate of war and post-war publica- 
tions now nearing its crest, no economist 
can feel uninterested in the problems 
under discussion. If history is any guide, 
it seems probable that new hypotheses 
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of economic reasoning will eventually 
come out of the confusion of present 
happenings. 

A case could be made out for the the- 
ory that progress in economic thought 
has been correlated with shifts in the 
market structure which forced economic 
writers to discard outworn hypotheses 
and to reason afresh on the basis of new 
and more realistic simplifying assump- 
tions. In the past such shifts have often 
resulted from disorder in the field of 
monetary policy and public finance at 
times of developing technology and wid- 
ening trade. Such conditions are likely 
to arise at the close of a great war. The 
great complex of problems in the fields of 
money, public finance, and foreign trade 
that confronted Britain in the period of 
the Napoleonic Wars provided the occa- 
sion for Ricardo to formulate his the- 
ories. It may be that a similar conjunc- 
ture will bring again a creative period of 
economic writing, based upon new hy- 
potheses devised to simplify the confu- 
sions of current problems. 

In times gone by, economic discussion 
has been much concerned with war, 
power, defense, and state policy. Such 
themes pervaded the writings of the mer- 
cantilist school. Adam Smith took it as 
axiomatic that “defense was of more im- 
portance than opulence.”’ The abstrac- 
tion from, and even antipathy toward, 
the element of state power in economic 
policy is characteristic of only the nine- 
teenth-century classicists. 

There are, of course, well-known rea- 
sons for this development. The political 
security enjoyed by Britain in the cen- 
tury after Trafalgar and the momentum 
of her early start in the new manufactur- 
ing processes enabled her economic writ- 
ers to push the analysis of a private- 
enterprise economy much further than 
earlier schools had done. They did not 
need to concern themselves with the lim- 
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its imposed by the necessity of state sur. 
vival, and they tended to take an almost 
irritated attitude to those who raised 
questions of power and national security 
or advantage. An American economist 
has recently pleaded that it is necessary 
“to lessen the economic significance of 
national boundaries.’ The classical the. 
orists went further and ignored them. 

The modern economists have tended 
to follow their example by discussing 
economic problems within a national 
economy upon assumptions that ignore 
almost completely the complications of 
war. Most modern economic analysis, 
whether dealing with the economics of 
the individual firm, with monopolistic or 
imperfect competition, or even with 
monetary policy and public finance, pro- 
ceeds within the assumption of a nation- 
al economic system undisturbed by war 
and defense preparations. International 
factors cannot be wholly ignored, par- 
ticularly in dealing with cyclical fluctua- 
tions and with the foreign-exchange as- 
pects of monetary policy; but the some- 
what perfunctory qualifications that 
have been made do not change the funda- 
mentally national character of the analy- 
sis or admit defense, as distinct from 
opulence, as an objective of economic 
policy. International trade continues to 
be treated, as it has been since the days 
of Ricardo, as outside the main body of 
economic analysis. 

It must be said that Continental 

2 Eugene Staley, World Economy in Transition 
(New York, 1939). 


3 Cf. the statement of L. von Mises, cited from 
Baudin, in the present writer’s Reconstruction of 
World Trade (New York, 1940), p. 53: “The man 
who recognizes that the economic interests of all na- 
tions are interdependent, who is indifferent to the 
preblem of the extent and the boundaries of a State, 
who has so far cast off all collectivist ideas that ex- 
pressions like ‘the honor of the State’ have become 
unintelligible to him, that man will never be able to 
find a plausible motive for an offensive war.” Ct. 
also the letter of Professor Mises to the New York 
Times, January 3, 1943. 
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schools of economic thought have not al- 
ways accepted these assumptions of the 
classical writers. German economists 
and economic historians were quick to 
point out that the corpus of classical the- 
ory was not a body of universal truth but 
a system of national economy posited 
upon the peculiarly favorable situation 
enjoyed by Britain in the nineteenth cen- 
tury. While the greatest contributions to 
systematic analysis have been made by 
those Continental schools which followed 
the classical tradition, there has always 
been a considerable body of less system- 
atic, but in some ways more realistic, 
writing in France, Germany, and else- 
where which emphasized the political, as 
distinct from the strictly economic, as- 
pects of national economic policy. 

The instability of international rela- 
tions in recent years and the increasing 
degree to which defense, war prepara- 
tion, actual warfare, and disorganization 
left in the train of war, have penetrated 


economic activity, have begun to force 
the realization that state policy—for 
welfare or for war—is an element of eco- 
nomic organization that cannot be ig- 
nored. War leaders have always mobi- 
lized the economic resources of their 
countries as completely as was in their 


power. The mechanized character of 
modern war and the scale upon which it 
is conducted, as well as the more efficient 
administrative apparatus available for 
economic and military mobilization, 
have extended the influence of the de- 
fense objective in time and intensity. It 
now threatens to pervade economic ac- 
tivity in all its phases and not only dur- 
ing the period of actual hostilities. It 
seems inevitable, therefore, that econo- 
mists must reconsider the body of ana- 
lytical thought that has been constructed 
so largely in terms of the opulence objec- 
tive. The Great Commercial Republic of 
which Cobden dreamed has retreated in- 
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to the mists of unreality. We are face to 
face with an anarchic world of warring 
states as definitely as were the mercan- 
tilists and much more substantially. 

Moreover, no clear line can be drawn 
between peace and war. War takes many 
forms, of which actual hostilities—the 
shooting war—is only the extreme case. 
Organized conflict between states now 
extends into diverse fields of policy, of 
which the economic field is not least im- 
portant. At times this conflict rises to a 
high pitch of intensity without always 
issuing in armed hostilities. Peace and 
war, like waking and sleeping or life and 
death, are relative terms. 

No apology is needed, therefore, for an 
attempt to review in an economic journal 
three significant recent works upon vari- 
ous aspects of war and the alternatives to 
war. All three of the volumes under re- 
view are written by scholars whose main 
work would be classified academically 
under the rubric of political science, but 
all deal with problems that economists 
cannot ignore and largely, indeed, with 
economic aspects of international rela- 
tions. 

It is convenient to deal first with Pro- 
fessor Wright’s two volumes. In scope 
and scholarly thoroughness they repre- 
sent an impressive achievement, sum- 
marizing the results of a co-operative 
project that has been in progress for fif- 
teen years. Many of the interim studies 
have already found publication, and 
some of them are well known in their 
fields. Others have been the subject of 
graduate theses. A substantial set of ap- 
pendixes in both volumes summarizes 
the explorations of measurement and 
analysis upon which Professor Wright 
has built his diagnoses and conclusions. 
They traverse various aspects of war and 
warlikeness derived from studies of ani- 
mal psychology, prehistory, population, 
religion, law, and psychiatry. Attempts 











are made also to classify, tabulate, and 
estimate not only the types, frequency, 
and periodicity of wars but also the war- 
likeness of peoples and of historical con- 
junctures. There is inevitably some un- 
evenness in studies ranging so widely and 
in the analysis based upon them. Profes- 
sor Wright, faced with a vast and baffling, 
and often indeterminate, set of data, 
tends to summarize by picking out key 
words or phrases and elaborating some of 
the ideas behind them. On such a large 
canvas it is impossible that all the detail 
shall be thoroughly painted in; but the 
guess may be ventured that for genera- 
tions to come these volumes will be stud- 
ied gratefully. 

The broad trend of the argument rests 
upon a fundamental and simple distinc- 
tion which seems valid to this reviewer— 
a distinction between violent behavior 
and organized war. This distinction goes 
far to meet the superficial argument that 
war is inevitable because of an innate 
human propensity to violence. There is 
no doubting this propensity; but the or- 
ganization of war is a function of society. 
Various forms of private and group war 
have already been eliminated or con- 
trolled. Various causes of war that have 
been important in the past have been re- 
duced in importance. In this connection 
it is interesting to note that Professor 
Wright considers that the economic 
causes of war have become less impor- 
tant than they were in the nineteenth 
century, when imperialist expansion into 
undeveloped territories led to frequent 
hostilities. Most economists will prob- 
ably agree that the economic aspects of 
war tend to become more important; but 
the major causes of war, while often 
couched in economic terms, are not de- 
rived from positive economic drives and 
motives. It must be admitted that the 
improved communications which have 
accompanied the economic unification of 
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the world are not necessarily a force for 
peace. Their initial effect seems to “in- 
tensify contact in the neighbourhood 
more rapidly than it expands the area of 
contact” and thus to strengthen the 
forces of nationalism. It must also be ad- 
mitted that the breakdown of the paz 
Britannica, which was based on the nine- 
teenth-century trading system, is one of 
the main causes of the present confusion 
of world politics. In this negative sense 
the economic causes of war remain of 
vast importance. 

We are, in fact, facing a situation in 
which the political as well as the econom- 
ic concepts that governed international 
relations in the nineteenth century are 
largely invalidated. The development of 
international law, for example, was large- 
ly the product of a long period of relative 
security and freedom from major wars. 

This fact lends particular interest to 
the analyses and prescriptions offered by 
the three works under review. Professor 
Wright is on the whole cautious and 
evolutionary, but not pessimistic, in 
evaluating the possibilities of bringing 
the warlike tendencies of great powers 
under effective control. Statistics show 
that great powers have fought more of- 
ten than small powers, but war becomes 
more intensive and more destructive, 
though less frequent, as states grow in 
size. The idea of a balance of power is 
more difficult to realize as the number of 
states decreases and as contact between 
them grows more intimate. The case for 
collective security therefore becomes 
stronger; but, since the disparity of 
power between the large and small states 
becomes more dangerous to peace, the 
condition of collective security is effec- 
tive action by the great powers. In this 
sense there is a case for striving for a bal- 
ance of power within a collective system 
or for a collective system based upon & 
balance of power. 
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The analyses made by Professor Carr 
and Professor Spykman are more pessi- 
mistic than Professor Wright’s cautious 
study. The fact that their fundamental 
pessimism stems from opposite and 
largely contradictory assumptions sug- 
gests that the middle ground taken by 
Wright is perhaps more solid and that 
the reasoning built on it is more likely to 
be constructive. 

In his Preface Professor Carr says that 
“the most encouraging feature of the 
present situation is the prevalence, espe- 
cially among the younger generation, of a 
deep-seated conviction that the world of 
the past decade has been a bad and a 
mad world, and that almost everything 
in it needs to be uprooted and re- 
planted.”’ Confined to the past decade— 
the decade of economic nationalism and 
appeasement—this statement will not be 
challenged by many economists. But the 
great popular appeal of the book, apart 
from its clear and fine writing, lies pre- 
cisely in the suggestion of revolt against 
a bad and mad world run by the old men 
of the past. 

Carr’s critical analysis, though at 
times superficial, especially in dealing 
with economic problems, is often bril- 
liant and always seductive. The first part 
of his book consists of a critical review of 
the events immediately preceding the 
present war. The argument proceeds in 
four steps, dealing with the crises of de- 
mocracy, self-determination, economics, 
and the moral crisis. There is, however, 
a common thread running through the 
whole argument. Democracy has been 
confused with representative parliamen- 
tary government which has patent weak- 
hesses and is not now effective as an in- 
strument of democracy. Especially in re- 
spect to economic problems, new forms 
of government are needed to give expres- 
sion to democratic ideals. In much the 
same way political independence, or self- 





determination, needs reconsideration 
and reinterpretation particularly in the 
light of changed economic conditions. 
The economic system, nationally and in- 
ternationally, has broken down. The 
laissez faire objectives—individualism, 
wealth, and production—are in conflict 
with popular demands for a new set of 
objectives—collectivism, welfare, and 
consumption. Finally, the economic cri- 
sis is analyzed as a moral crisis. 

Economists will find themselves read- 
ing of familiar themes; but they will rub 
their eyes in astonishment at Professor 
Carr’s interpretation of their views. As 
examples one may perhaps cite two pas- 
sages, the first (p. 94) drawing a distinc- 
tion between the advocacy by “many 
economists” of subsidized production 
and the view of the “practical men” who, 
“wisely suspecting some catch in this ar- 
gument, leaned rather to the method of 
restriction.” Carr ridicules the econo- 
mists for urging subsidized production as 
a remedy for overproduction. It is dif- 
ficult to be patient with this rather cheap 
style of epigram. 

The second example (p. 95) indicates 
Professor Carr’s eagerness to make a 
point. Writing of the period immediate- 
ly before the present war, he stresses the 
problem of overproduction and the 
methods proposed to stimulate consump- 
tion: 

Perhaps the explanation of his spending too 
little was that he was saving too much. Thrift 
was hastily deposed from the list of major vir- 
tues. In Great Britain the hoardings were plas- 
tered at government expense with slogans 
“Spend for Employment” and “Spend for Pros- 
perity”; and economists invented the new the- 
ory of “underconsumption” to explain “over- 
production.” If only the consumer could be in- 
duced to overcome his niggardly proclivity to 
hoard and invest, the problem of overproduc- 


tion would disappear. 


Malthus, not to mention J. A. Hobson, 
has been swallowed up in Keynes! 
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In a book for popular reading it is per- 
haps pedantic to complain too much 
about such simplifications, half-truths, 
and exaggerations, even if at times they 
approach caricature. It is probable that 
“many economists” have at least as clear 
a picture of the breakdown as Professor 
Carr has and are in general sympathy 
and agreement with his major argument, 
which is, in fact, largely derived from 
economic writings, that political and so- 
cial objectives must now rank with maxi- 
mum production as ends to aim at in eco- 
nomic activity.* Failure to recognize the 
fact that none of these objectives is at- 
tainable without clearing away much de- 
bris of disordered relationships leads him, 
however, to a conclusion that not many 
economists, and perhaps fewer philoso- 
phers, are likely to accept. Many econo- 
mists recognize, and indeed have had 
some share in emphasizing, the primacy 
of moral over material, and community 
over selfish-individv2l, criteria of spe- 
cialized, and therefore co-operative, ef- 
ficiency in the organization of economic 
activity. They are uncomfortably aware 
that men work at the wrong tasks, or do 
not work at all; that materials and fin- 
ished products are produced, or not pro- 
duced, consumed or not consumed, as the 
result of interacting market forces that 
are not always of a socially desirable 
character and do not always lead to the 
best use of the factors of production. 
They have long since ceased to believe 
that there is any invisible hand that can 
be relied upon to bring social order out of 
the anarchic operations of individual 
self-interest, and maximum production is 
not the sum total of their economic ideal. 

4 The best economics texts make it clear that the 
individual search for profit results in maximum pro- 
duction only under conditions of pure competition 
and upon the assumption of a given distribution of 
wealth and income. Since this is standard practice, 
it is hardly necessary to say that maximum produc- 
tion cannot be regarded, by economists, as in itself 
a valid and sufficient objective of economic activity. 


But they are also aware that the or- 
ganized relationships of economic ac- 
tivity in the modern world are complex 
and interdependent. When these rela- 
tionships fall into disorder, it is not a 
simple task to bring about a new equilib- 
rium, so that wages and other costs of 
production stand in the relation to selling 
prices, and selling prices of different 
goods and services are in the ratios that 
will enable a community to operate 
smoothly as an interlocking co-operative 
organism rendering mutually appreci- 
ated services. 

Professor Carr has a simple key to the 
whole problem. That key is “planned 
consumption” as a necessary precedent 
to “planned production.” This involves 
“the abandonment of considerations of 
price and profit as the determining fac- 
tors of production,”’ so that all the social- 
ist economists who have labored to work 
out a costing and pricing system in a 
socialist state have been wasting their 
time. “For the automatic nonethical 
process by which consumers’ choices were 
supposed to assert themselves through 
the mechanism of price we must substi- 
tute a system of planned consumption 
and of prices deliberately fixed to serve 
ends deemed good by the community.” 
Such complete planning of consumption 
and production is not, however, to give 
the community over to the tender mer- 
cies of bureaucracy, for which Carr holds 
no brief. The will of the ordinary citizen 
must prevail against the organized forces 
of economic power. This is what the 
Benthamites thought would result from 
the working of free competition, but 
their belief was confounded; and we must 
now “draw the ordinary citizen more and 
more into the processes of administration 
—in particular, into those processes 
which affect his daily life and interests.” 

This prescription of direct rather than 
representative democracy in the plat 
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ning of consumption, and the production 
necessary for that consumption, will not 
seem an easy task to any economist at all 
familiar with the complexities of modern 
industry and modern government. The 
prescription is easy to write, and no 
doubt some steps may be taken in the 
direction it points out. Economists have 
been busy on studies of these steps, but 
not many of them will share Professor 
Carr’s belief that the whole prescription 
can be put into effect in the disorder of 
the post-war world. Moreover, it is easy 
to poke clever fun at legislatures and the 
other apparatus of representative democ- 
racy. The alternative, however (p. 156), 
seems to be a personal government, not 
saddled with bureaucracy but dealing 
directly with the citizen body. This gov- 
ernment will not be hampered by prices 
or costs but will proceed along ethical 
lines, presumably the ethics of the gover- 
nor. This looks very like the leader prin- 
ciple, which Hitler knows as the Fiihrer- 
prinzip. A democrat ought to be careful 
about undermining belief in democracy 
while criticizing its techniques. 

The pessimistic character of Carr’s 
views becomes clear in the second con- 
structive part of the book. He is very 
frank about the weakened international 
power of Britain and equally frank about 
the likelihood of the United States’ tak- 
ing over the regulatory functions exer- 
cised by Britain in the nineteenth cen- 
tury. He is therefore strongly opposed to 
the notion that close agreement between 
the English-speaking peoples can be re- 
lied upon to form an effective nucleus of 
world economic co-operation. In his dis- 
cussion of this notion and of the pre-war 
League of Nations he is scathing about 
the unreality of setting forth objectives 
for the attainment of which there do not 
exist the necessary power and the neces- 
sary will. 

At this point one may perhaps digress 
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to point out that this wholesome con- 
demnation of unrealistic dreaming can be 
applied to economic as well as to political 
affairs. The planned world of expanding 
and socially determined production and 
rising living standards, guaranteed as of 
right and secured from economic fluctua- 
tion, is a dream which the post-war 
world will certainly not be able to realize 
ataleap. Asan ideal to work toward it is 
at least arguable, and many economists 
will argue for it. As a program of post- 
war action it is likely to produce an even 
greater crop of frustrated liberals than 
was produced by the less optimistic 
plans bandied about a generation ago. 
This is the best way to produce Fascist 
material, and one may confidently expect 
that Professor Carr will be regarded as 
their prophet in the years to come. 

Aware of the difficulty of world plan- 
ning, he plumps for full British participa- 
tion in a Europe organized upon a 
planned and integrated rather than a 
federal basis, with full German co-opera- 
tion, but apparently with full Russian 
understanding and co-operation also. It 
is a regional rather than a world experi- 
ment that he sketches, not a United 
States of Europe but a series of concrete 
and specific organs of common action for 
economic development and planned con- 
sumption. What is to happen to the rest 
of the world is not clear. All that is 
sketched is what looks uncommonly like 
a Sovietized Europe planned and or- 
ganized with German thoroughness. 

It is perhaps pertinent here to recall 
that Professor Wright devotes a rather 
long chapter to arguing from historical 
experience that planning has hitherto 
been associated with warlikeness. It has 
also been restrictive rather than expan- 
sive. Bourgeois capitalism, on the other 
hand, has produced “the most peaceful 
forms of societies yet developed.”’ In its 
preoccupation with abundance it has in 
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fact offered temptation to less loosely 
organized and less welfare-minded so- 
cieties. The brave new world of planned 
consumption is, of course, to avoid the 
centralization of power in a bureaucratic 
government and to plan co-operatively. 
Denmark in fact did this rather success- 
fully from a welfare point of view, but 
Denmark was easy pickings for the to- 
talitarian aggressor. 

This reflection leads us to consider 
Professor Spykman’s contribution to the 
debate. His book was written before the 
United States entered the war and is ori- 
ented in large measure by this fact. The 
larger part of the book consists first of a 
penetrating analysis of the international 
power position of the United States in a 
world of naked power politics. Given the 
setting of a world at war, with the United 
States not yet drawn in but deeply di- 
vided in its interpretation of its own in- 
terests, this was a valuable, coldblooded, 
and correct analysis. There must be 
something in the climate of New Eng- 
land that enables its residents to get a 
clear picture of the sinful nature of the 
world. Cotton Mather had it, and so ap- 
parently has the present generation. 
Professor Spykman has therefore been 
able to produce a very convincing trea- 
tise on the art of power politics. In so 
doing, he incautiously and unnecessarily 
uses the word “geopolitical” and has 
therefore incurred the wrath of those 
who dislike looking facts in the face. He 
has also found it necessary to disclaim 
the identification, in a popular journal, 
of his views with the mystic theories that 
German lack of humor and moral myopia 
have derived from overconcentration on 
the political aspects of geography. It is 
unfortunate that the mystical nonsense 
dressed up by the followers of the Haus- 
hofers as a pseudo-science is likely in the 
future to discredit any sensible attempt 
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to take account of the political and de- 
fense objectives in national policy. 

Professor Staley in an extended re- 
view has expressed his agreement with 
the main theses expounded by Spykman. 
I concur in this agreement and in the ad- 
miration expressed by Staley for the bril- 
liance with which Spykman has analyzed 
the power position of the United States. 
There is no point in elaborating this 
agreement.’ The debate between the iso- 
lationists and the interventionists which 
was the background against which Spyk- 
man wrote has been decided by events 
beyond the control of either group, and 
the decision has abundantly proved the 
justice of Spykman’s position. Even the 
hemispheric position to which the isola- 
tionists retreated is clearly untenable. 

The real difficulties of Spykman’s ar- 
gument arise from his last chapter and in 
some measure from his formulation of 
the issues to be discussed in the first in- 
troductory chapter. It is difficult to re- 
sist the impression that the last chapter 
was an afterthought. It does not seem 
to express the author’s considered judg- 
ment, and, indeed, the inferences to be 
drawn from it have already been denied 
in the disclaimer mentioned above. 
Spykman expressly states (p. 463) that 
“the first step from anarchy to order is 
not the disappearance of force, but its 
use by the community instead of by the 
individual members.” He is therefore 
fundamentally in agreement with 
Wright’s position that war can be con- 
trolled and that the manner of its control 
is to be sought by an evolutionary proc- 
ess of building up the organs of a world 
community. 

He is, however, definitely, and in my 
judgment rightly, opposed to the pro 
posals that are the heart of Carr’s con- 


5 Cf. American Economic Review, December, 194%, 


pp. 893-98. 
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structive ideas. “If the peace objective 
of the United States is the creation of a 
united Europe,”’ he writes, “she is fight- 
ing on the wrong side. All-out aid to Mr. 
Hitler would be the quickest way to 
achieve an integrated transatlantic 
zone.” Carr’s judgment rests on the be- 
lief that Britain cannot now muster the 
resources to conduct a world balance of 
power policy. Spykman, however, argues 
that such a policy can and must be con- 
ducted, but not with a unified Europe. 

It is perhaps difficult to draw the exact 
line between a cautious skepticism re- 
garding idealistic plans of world order 
and a cynical undervaluation of moral 
forces. At times Spykman appears to 
give the impression that realism consists 
in taking a low view of human nature 
and particularly of the probable political 
behavior of states. Few who have suf- 
fered through the agony of a collective 
system whose protagonists were not will- 
ing to fight for its preservation will dis- 
agree with his emphasis upon the respon- 
sibility of the great powers to keep the 
peace, in the words of the Secretary of 
State, “by force if necessary.” But this 
does not necessarily involve a cynical 
abandonment of one’s allies after a vic- 
torious war in Machiavellian anticipa- 
tion that they may become too strong 
and therefore dangerous. Not Britain 
but China is chosen by Spykman as the 
prospective object of American mistrust, 
but one may well doubt whether such an 
attempt to seesaw in the balancing of 
power is either possible or worth while. 

What bearing has this discussion of 
war upon economic studies? It is surely 
apparent that all three of these political 


books are in fact concerned with econom- 
ic problems, Carr’s almost wholly so. 
This fact suggests that economists may 
have something, or ought to have some- 
thing, to contribute to this debate. Poli- 
cies are now being discussed by political 
theorists and decisions are being taken 
by statesmen in a climate of political the- 
ory which cannot fail to set a pattern of 
international relations that will pro- 
foundly influence even the domestic as- 
pects of economic activity in the years 
that lie ahead. Some economists ob- 
viously are busy in this field—Beveridge 
as well as Keynes, and Carter Goodrich 
as well as Hansen—but the international 
aspects of state policy have not per- 
meated very far into the main corpus of 
economic thought and teaching. Yet it is 
clear that employment, production, 
money, price, business cycle, public 
finance, transport, and other economic 
problems now arise in a series not of 
isolated but, of intersecting national 
economies. Economists have some re- 
sponsibility to examine the political and 
social policies now being discussed, to 
contribute their knowledge of how such 
policies may react upon segments of the 
national economy, and to suggest ways 
in which the ends aimed at may be effec- 
tively achieved. 

They would also seem to have some re- 
sponsibility for re-examining the tools of 
their own trade, to see how far the con- 
ceptual framework of their thinking and 
the analytical tools they have forged 
need adaptation to the circumstances of 
a shrinking economic world. 
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ACCOUNTING PROFITS: AN INSTITUTION 


ALFRED BORNEMANN 


N INSTITUTION, as described by Walton 

A H. Hamilton, is a verbal symbol 

which describes a cluster of social 
usages : 

It connotes a way of thought or action of 
some prevalence and permanence, which is em- 
bedded in the habits of a group or the customs 
of a people. In ordinary speech it is another 
word for procedure, convention or arrangement; 
in the language of books it is the singular of 
which the mores or folkways are the plural. In- 
stitutions fix the confines of and impose form 
upon the activities of human beings. The 
world of use and wont, to which imperfectly we 
accommodate our lives, is a tangled and un- 
broken web of institutions." 


It is in this sense that the profit system may 
be considered an institution. Further con- 
sideration, however, suggests the more spe- 
cific fact that the body of knowledge sub- 
sumed under the term “accounting” sum- 
marizes the customary behavior in calculat- 
ing profits. Always a matter of practical ex- 
pediency rather than the result of detached 
philosophic speculation, accounting has, 
nevertheless, gradually emerged with a body 
of doctrine which presents a claim to recog- 
nition as the customary, conventional, and 
now necessary way of behaving in calculat- 
ing profits. As a result, accounting profits as 
an institution cannot be ignored. 

Historically, numerical estimates of profit 
become a business necessity with the expan- 
sion of the market and a corresponding in- 
crease in uncertainty.? Such estimates are 
provided by accounting which attempts a 
quantitative clarification of the results of the 
utilization of productive forces. Since the 
techniques of accounting may be universally 

* “Institution,” Encyclopaedia of the Social Sci- 
ences, VIII, 84. 

20. H. von der Gablentz, “Industriebureaukra- 
tie,” Schmollers Jahrbuch, L (1926), 541 f. This par- 
agraph follows Gablentz. 


employed, the accountant requires functional’ 
rather than specialized, knowledge of differ- 
ent industries. Plant accounts, not tangible 
machinery and buildings, become significant; 
raw-material accounts become more impor- 
tant than iron or wool. In thus providing 
the commercial point of view, accounting 
has gradually developed from a status as a 
mere appendage to a position of importance 
equivalent to that of production itself. 
From the relatively simple record-keep- 
ing of an earlier period there have emerged 
the now highly complex, specialized func- 
tions of purchasing and marketing.’ Increas- 
ing problems also give rise to the expansion 
of interests concerned with personnel, man- 
agerial techniques, publicity, and other fea- 
tures. Thus, with growth in the size and 
complexity of enterprise, bureaucratic fac- 


tors make their appearance.‘ It follows rea- 
sonably that “the process of policy forma- 
tion is a highly complex one in which many 
persons and groups may take part.’’s 
Bureaucratization itself implies nothing 
more than subjecting the division of labor 
in administrative management to measure- 


3 Ibid., p. 542. 


4 This has been referred to, often in passing, by a 
number of writers. Cf., e.g., Werner Sombart, Der 
moderne K apitalismus, ITI (2d half), (Munich, 1928), 
806, and Gablentz, op. cit., pp. 539-72. Among 
American writers the following may be cited: Rob- 
ert A. Brady, “Policies of National Manufacturing 
Spitsenverbinde. 1,” Political Science Quarterly, LV1 
(1941), 205 f.; J. M. Clark, Studies in the Economics 
of Overhead Costs (Chicago, 1923), p. 124; Marshall 
E. Dimock and Howard K. Hyde, Bureaucracy ond 
Trusteeship in Large Corporations (“T.N.E.C. Mon- 
ographs,” No. 11 (Washington, 1940]); Donald W. 
McConnell et al., Economic Behavior (Boston, 1939), 
p. 212; Harvey Pinney, “Administocracy, Inc.,” Se 
cial Forces, XTX (1941), 402-9. 

5 National Resources Committee, The Structure 
of the American Economy, Part I (Washington, 1939) 
Pp. 157. 
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ment and supervision.’ Standardization su- 
persedes individual differences. At the same 
time, however, it is undesirable to overlook 
the fact that the acquisition of specialized 
administrative experience strengthens the 
respective positions of interests participat- 
ing in the bureaucratic hierarchy. Fairly 
definite internal relationships, which vary in 
detail from organization to organization, be- 
come established. Individual effort is, on the 
whole, circumscribed within fairly well-de- 
fined limits. 

The common objective resolves itself into 
a quest for accounting profits. Behavior is 
directed toward the acquisition of profits as 
ultimately shown by the accounting rec- 
ords. With the passage of time, increasing 
accounting requirements and techniques 
have been accompanied by the development 
of a body of highly involved doctrine. Pub- 
lic control is a further factor contributing to 
this result. In the United States, as well as 
in so divergent an economy as the Soviet 
Union, governmental bodies have imposed 
standards which were already generally rec- 
ognized as desirable by both public and pri- 
vate accountants. Meanwhile, also, there is 
an ever growing attempt on the part of ac- 
countants to arrive at a body of principles or 
standards which can be generally accepted.’ 

Although accepted practices have devel- 
oped from customary and habitual ways of 
thinking and in spite of the fact that ac- 
counting is still widely thought of as being 
concerned essentially with variations in the 
ownership equity as reflected in capital 
stock plus surplus, there is evidence that a 
more sophisticated attitude is replacing a 
view implying that a modern enterprise may 
continue to be regarded as a typical nine- 
teenth-century proprietorship, the owner of 
which is interested in his equity. Paton and 
Littleton, for example, in stressing the the- 
oretical objective of matching costs against 


*Gablentz, op. cit., pp. 541 f. 


"Cf. W. A. Paton and A. C. Littleton, An In- 
troduction to Corporate Accounting Standards (Chi- 
cago, 1940); Thomas H. Sanders, Henry R. Hat- 
field, and Underhill Moore, A Statement of Account- 
ing Principles (New York, 1938). 
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revenues,® actually reinforce the contention 
that accounting profits have become an in- 
stitutional device which expresses the end 
of economic activity in modern society.® 
These writers recognize the difficulties of 
achieving the theoretical goal when they 
add that “if this conception of matching 
costs against revenue could be effectively 
realized in practice, the net accomplishment 
of the enterprise could be measured in units 
of output rather than of intervals of time.’’** 
When the use of the accrual method, prob- 
lems of depreciation, certain procurement 
practices, and other business policies dic- 
tated by expediency or long-range objectives 
are taken into account, it becomes evident 
that precise calculation of the costs of spe- 
cific revenues is virtually impossible in the 
sense sometimes assumed. The allocation 
of overhead costs, particularly in large-scale 
enterprise with slow capital turnover, intro- 
duces the additional question of the status 
of the product to the cost of which it is al- 
located. Thus the amount to be allocated 
to differentiated products which might have 
attained a somewhat monopolistic position 
would logically, even if not always in prac- 
tice, be relatively larger than that allocated 
to products sold in a more competitive mar- 
ket. 

For the solution of these difficulties no 
universally applicable formula can, of 
course, be sought. Indeed, even though in- 
ternal consistency in the application of ac- 
cepted principles is generally agreed upon as 
a first necessity," it is reasonable to antici- 
pate occasional deviations. Since transac- 
tions must be accounted for by the exer- 
cise of practical judgment, it is not unlikely 
that, when viewed in retrospect and in the 
light of additional information, somewhat 


8 Op. cil., p. 15. 

® Reflecting the trend toward “the profit and loss 
viewpoint” is Stephen Gilman’s Accounting Con- 
cepts of Profit (New York, 1939). 


*¢ Paton and Littleton, of. cit., p. 15. 


™ Cf. H. A. Finney, General Accounting (New 
York, 1941), p. 156; Sanders, Hatfield, and Moore, 
op. cit., pp. 5 f. 
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different procedures might often suggest 
themselves as wiser and more appropriate. 
Notwithstanding such possibilities, how- 
ever, it must be acknowledged that, gener- 
ally speaking, 

rules become individualized and tend to vary 
among different enterprises under the influence 
of different ideas of convenience, effect of al- 
ternatives, etc. Within a given enterprise they 
are apt to change slowly since persistence in 
the continuance of established rules adds ma- 
terially to the ability of interested parties to in- 
terpret accounting data correctly.4 


This is another indication of the apparent 
tendency toward institutional stability which 
is displayed by several practices. Account- 
ing itself would appear to exercise a con- 
servative and retarding influence in so far 
as it is depended upon as a guide to policy. 
In this respect it has developed concomi- 
tantly with the business structure as a 
whole. On the other hand, it might be 
added that, in the teaching of business 
management and accounting, schools of 
business administration contribute to the 


tendency toward further institutionaliza- 


2 Paton and Littleton, op. cit., p. 57. 
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tion of procedures and regularization of ar- 
rangements. 

In these tendencies the place of account- 
ing profits as an institution manifests it- 
self. Guided by the body of conventions 
“based on a combination of theoretical and 
practical considerations,’ on the basis of 
which statements of principles are in turn 
attempted, accounting has become the ac- 
cepted device for the calculation of profits, 
Since accounting profits constitute the char- 
acteristic type of profits with which the 
profit system is concerned, it is difficult for 
those occupied with efforts to comprehend 
the institutional structure of modern society 
to avoid taking a considerable interest in 
accounting. Even in a highly socialized or 
actually socialist economy, however, any 
revolutionary attempt to supersede ac- 
counting profits would require the elimina- 
tion of an institution and its replacement by 
another. When the nature of an institution 
is recalled, the difficulties of such a proce- 
dure readily suggest themselves. 


Rutcers UNIVERSITY 


13 Examination of Financial Statements by Inde- 
pendent Public Accountants (New York, 1936), p. 2. 
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ntative books on total war.’ The first 
two books are on the economics of war, and 
the third is merely a syllabus dealing mainly 
with legalistic, military, and government 
topics. 


pte is a review of three recent and repre- 
se 


I 


Spiegel’s book is scholarly and carefully 
written. It contains an extensive bibli- 
ography of thirty-one pages, and the entire 
book is based and documented upon this 
wide range of authority. It contains 
twelve chapters covering “Economic Causes 
of War,” “The Nature of Total War,”’ nine 
chapters on means of total war, and “The 
Aftermath of War.” Chapters on the means 
of warfare are “Manpower Requirements 
for Total War,” “The War Effort in Real 
Terms,” “The Price System under the Im- 
pact of War,” “Labor Problems in War- 
time,” “Wartime Control of Production and 
Consumption,” “The Supply of Strategic 
Materials,” “Foodstuffs in the Military 
Economy,” “International Economic Re- 
lations in Wartime,” and “How To Pay for 
the War.” The author says: 


.... 1 have endeavored to detach myself 
from the changing events of the day and to em- 
phasize general principles rather than ephemeral 
facts... .. I have presented theory and in- 
stitutions, war economics and wartime eco- 
nomic policies [both of the United States and of 
foreign countries] [p. viii]. 


Although the “principal emphasis is upon 
economic means of warfare” (p. vii), ““Eco- 


*The books considered are the following: The 
Economics of Total War. By Henry William Spiegel. 
New York: D. Appleton—Century Co., Inc., 1942. 
Pp. xiv+410. $3.00. War Economics. Edited by 
Emanuel Stein and Jules Backman. New York: 
Farrar & Rinehart, Inc., 1942. Pp. x+so1. $3.00. 
Wer and National Policy: A Syllabus. Edited by 
Grayson Kirk and Richard Poate Stebbins. New 
_— Farrar & Rinehart, Inc., 1942. Pp. x-+131. 

1.00. 


nomic Causes of War” and “The Nature of 
Total War” are perhaps the best chapters in 
the book. The first of these covers economic 
objectives of war, economic interest in war- 
fare, and economic situations making for 
war. Civilization and material progress 
seem to have banished war as an end in it- 
self: 


Modern wars, so it seems, are fought for a 
purpose or goal, such as territorial gains, main- 
tenance of dynasties, .... civilization or reli- 
gion,.... markets and....raw materials 
The economic motives of war are not final but 
are a means to further some other end, such 
as .... prestige .... domination and power 
A purpose or goal must be distinguished from an 
occasion. An occasion is a cause that could not 
have produced the consequence by itself [such 
as the murder of a diplomat or an insult to a 


flag] (p. 4). 


Economic objectives of war are mainly 
for “living-space,”” raw materials, markets, 
or investment outlets. The author finds 
each of these invalid. 


There is no basis in population figures for the 
quest for “living-space.”.... This claim for 
territorial expansion has not been made in good 
faith [p. 7] Battles for territorial expan- 
sion have proved a more efficient outlet for 
population than territorial expansion secured by 
such battles [p. 9]. 


The quest for raw materials as a cause of 
war 


is fallacious since there is no shortage of raw 

Before the outbreak of the pres- 

ent war in 1939 the foremost economic problem 

in the field of primary products was not shortage 

but glut which had become the curse of these 

There was no discrimination 

against foreign buyers of colonial products 
[p. 11]. 


Colonial expansion does not supply a country 
with the goods it desires Colonial produc- 
tion of raw materials is an extremely small part 
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of total world production “The total 
present production of all commercially impor- 
tant raw materials in all colonial territories is no 
more than about 3 percent of world produc- 
tion.’”’.... Colonies supply only a fraction of 
the goods imported by the mother country. 
.... If Germany were to obtain all the colo- 
nies under her jurisdiction before the World 
War and if she were to absorb all exports of 
these colonies, the value of the exports would 
amount to just about 5 percent of her total 
imports [pp. 13-14]. 


As for markets, 


the cost of colonial possessions is greater than 
the commercial benefits derived from them 

During the twenty years which preceded the 
World War of 1914-18 Germany spent more on 
her colonial possessions than the total value of 
her trade with the colonies [p. 16] ere 
is difficult to understand why people generally 
have come so firmly to believe that possession 
of colonies yields a net trade profit to the coun- 
try as a whole. Profits, huge profits, have been 
made by a relatively few big traders, bankers, 
and armament makers, unquestionably. But 
the share of the common people has been more 
taxes, more misery, and less security” [p. 18]. 


Unemployment, insecurity, and protec- 
tionism are conditions making for war. 


Analysis of the economic causes of war has 
shown that economic motives which turn people 
to aggressive warfare are neither rational nor 

It is only under conditions of unem- 
ployment and protectionism that war can at all 
be conceived as an instrument of economic im- 
provement [p. 29]. 


“The Nature of Total War” is devastat- 
ing in its significance. Perhaps without the 
author’s so intending, it depicts modern man 
under “liberalism” as something of a mon- 
ster which has changed war from small-scale 
princely sport to emotional mass-death 
grapples which are fought to the annihila- 
tion of the adversary. In earlier wars 


the sacrifice involved was held in proportion to 
the importance of the issue involved. When the 
sacrifice became too great, peace was made. 
These were the wars of the princes; they lacked 
the impelling emotions inherent in modern war- 
fare waged by the whole society [p. 32]. 
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“Tn the eighteenth century war became limit- 
ed .... by asystem of precise rules. It was... . 
between the two armies, the civil population 
being merely spectators The object of 
warfare was the execution of skilful manoeuvres 
and not the annihilation of the adversary 
Restricted by small numbers, poverty, and the 
laws of honor, war became a kind of game be- 
tween sovereigns.” A victory without battle 
was regarded as the greatest achievement 
[p. 33]. 

During the Napoleonic Wars.... “these 
limited troops led by exclusive commanders 
broke down, yielding place to mass armies ani- 
mated by nationalistic fervor.’”’ France was the 
first power to introduce the popular army. A 
hundred years later, during the first World War, 
the perfectly organized modern state produced 
the “‘society-in-arms,” “regimented down to the 
very infants, fused by consciousness of some 
supra-natural race, soil, or history, economically 
and mentally mobilized, forever standing in 
readiness for the total war’’.... exposing the 
whole population to the terrors of the war which 
it itself carries on [p. 35] [italics mine]. 

[Princes, groups,] or the whole population 
may sponsor and initiate warfare. Under mod- 
ern conditions only the last-named type of 
sponsorship counts At the present time no 
nation can wage a war which is not endorsed by 
the large majority of the people The emo- 
tional element required for the stimulation of 
mass action operates with greater force than in 
the past when war was propagated by princes 


[p. 31]. 
Wars waged by the whole society 


lack a definite aim to which the war effort can 
be in any proportion The first World War 
was again a war which started with an initial 
disproportion between issue and effort, and, 
under the influence of impelling popular emo- 
tion, “it very quickly became a war with chang- 
ing and ever wider aims.”” Wars without defi- 
nite goals tend to become wars of annihilation 
ending through exhaustion or revolution if they 
are continued long enough under increasingly 
greater sacrifices [p. 32]. 


The old codes of military honor whose rem- 
nants were still respected during the first World 
War, have decayed together with the military 
caste which they protected. Sovereigns, general 
staffs and generals have become exposed to all 
risks of popular warfare [p. 34]. 
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Total war has no specific objective 
Total war is unrestricted in its means [p. 37]. 
.... Total war erases the line of demarcation 
separating war from peace, and calls forth the 
economy of the permanent military state 
“A state in which the whole life of the people 
and even the propagation of new lives is made 
at all times subservient to the one great aim of 
defeating the enemy, or some possible enemy, 
if there happens to be none visible at the mo- 
ment” [pp. 41-42]. 


Democracy itself is related to and de- 
pends upon mass armies. Before World 
War II there was much speculation by mili- 
tary men and laymen as to the possibility of 
small mechanized armies replacing mass 
armies. 

The anti-democratic tradition of the military 
found a ready rationalization in a doctrine 
which, if true, might well ring the death-knell of 
democracy. The progress of democratization 
had been dependent upon the popular army, 
and the revival of exclusive professional armies 
might lead to a form of government where power 
was no longer in need of general popular support 
[p. sol. 


The author has an easy optimism which 
is difficult to reconcile with his witch’s brew 
of democracy, mass armies, and total war. 


Total defense must be the democratic answer 
to the total war waged by the dictatorship of 
the military state Total defense, like 
total war, tends to eliminate the dividing line 
between peace and war In a democracy 
the defense effort rests upon the rational de- 
cision of free people [pp. 44-45] [italics mine]. 


But the author relates mass armies, emotion- 
alism, and total war to democracy, not to 
dictators. What is the basis for his view that 
we are outside this vicious trinity with a “ra- 
tional decision” and that “there must be no 
fear that a total defense effort is incompati- 
ble with the maintenance of democratic in- 
stitutions” (p. 46)? If democracy is a neces- 
sary condition for, or a raison d’éire of, total 
war, its preservation may not long be the 
main issue, if popular hope should arise that 
by dispensing with it war could be recon- 
verted into the innocuous princely sport of 
old. But the technology of finer instruments 
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of war offers little prospect of simplifying 
war; so the prospect of survival seems 
brighter for mass wars than for democracy. 

The procedure of total warfare is pre- 
sented ably and clearly. There is a compre- 
hensive inventory of the sources and sup- 
plies of basic materials, including foods, and 
a survey of labor reserves for the various 
belligerents. The economics of modern war- 
fare is a transformation problem in which 
speed is urgent, to avoid attacks upon in- 
dustry by the enemy (p. 111). The problems 
and techniques of speedily transforming the 
national resources into maximum military 
power are explained. Commandeering, ra- 
tioning, priorities, and price regulation are 
necessarily imperfect controls, because they 
emerge under the impact of the war emer- 
gency. Although these become more in- 
clusive, many activities remain for stimula- 
tion by normal economic incentives (p. 113). 


Governmental policies tend towards com- 
binations of inflation, taxation and rationing, 
with the emphasis upon either one of these 
devices [p. 110] The choice is not one be- 
tween .... excessive taxation and excessive in- 
flation, but rather between a moderate increase 
in prices and a moderate increase in taxes 
[p. Prices must rise in wartime 


[p. 137]. 


It may well be doubted whether “moderate”’ 
increases properly characterize those which 
are adequate for the financing of this war. 
With respect to savings, “it makes little dif- 
ference whether the government receives 
them directly from the individual citizens 
or permits the banks to create a correspond- 
ing amount of purchasing power, as long as 
the borrowing from banks is limited to the 
amount currently saved” (pp. 324-25). 
But this ignores the threat of inflation when- 
ever the public begins to dissave. 

The short backward glance upon “liberal” 
national policies taken in this book displays 
everywhere in these policies unrealism and 
ineptitude. Fear of inflation in France led 
to “an aversion to public spending” and to 
reduced military outlays after the Maginot 
Line was built (p. 323). The “aversion,” 
however, in the reviewer’s opinion, was to 
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the financing of both adequate defense and 
social reform, and the politicians chose the 
latter. In England drastic reduction in de- 
fense expenditures was demanded in 1937 
“so that financial reserves would be on hand 
if war broke out.” “It was only after the de- 
feat of France that England woke up” (p. 
324). 

“The Aftermath of War” emphasizes the 
necessity of planning something to replace 
reduced war activities. “Without a well- 
planned and well-executed postwar pro- 
gram, obsolescence will break down to de- 
terioration of catastrophic proportions” 
(Pp. 355). 

.... The international situation during the 
postwar period will encourage lending on the 
part of the United States 
Investment opportunities will be ample and 
remunerative [p. 355] “‘A new frontier for 
industrial expansion, based on a rise of the sub- 
human Asiatic standard of living, can lie open to 
friendly American enterprise after the war 
Whoever wins the European war will really 
be winning an option to participate in the in- 
dustrialization of Asia” [pp. 355-56]. 


Apart from the demand for capital, the res- 
toration of peace will, in all countries, set free 
a huge backlog of postponed demand for con- 
sumers goods. To the extent to which this de- 
mand does not become effective through the 
utilization of wartime savings, it must be made 
effective through dismissal wages, liberal un- 
employment compensation and related policies 
designed to strengthen consumers’ purchasing 
power [p. 356]. 


These are seductive words filled with hope 
and bursting good will, but let us not become 
intoxicated with them. The post-war world 
will be ridden by bureaucracy, inflation, and 
debt. “Needs,” including the need for a good 
long rest, will fill the world. But fulfilment 
of needs, and rest, are not compatible with 
each other, and neither needs nor rest can 
motivate action by others. Precisely who 
will be motivated to a burst of labor or sav- 
ing to meet the “needs” of others? Each 
will know well his own needs and fatigue, 
and it would be neither new nor surprising 
if, in a world of “political liberty,” many 
will expect to gain both rest and fulfilment 
of needs through the magic of politics offer- 
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ing pensions, security, and the author’s 
“dismissal wages, liberal unemployment 
compensation and related policies.” But 
everybody will already owe everybody else 
much more than he expects to, or perhaps 
can, pay, as a result of financing a total war 
on a patriotic “investment” and “profit- 
making”’ basis, and each may expect to live 
a while in leisure on the payment which 
others owe him. The magical fountain of 
“creating purchasing power” (i.e., deficit in- 
flation) for all “in need” who do not have 
productive power, or for those who seek gain 
through politics instead of through produc- 
tive labor, might have run dry by the war’s 
end. This reviewer hopes the author is 
right. It cannot be gainsaid that the au- 
thor’s “friendly” American industrial ex- 
pansion based on subhuman Asiatic living 
standards (commonly known as Imperial- 
ism) has possibilities of realization. 


II 


Stein and Backman, in collaboration with 
five others, have produced a book of seven- 
teen chapters. It covers the usual economic 
phenomena of transition from peace to war, 
maximizing production, labor supply, wages 
and collective bargaining, war financing, 
price problems, various direct controls, and 
post-war problems of industrial demobiliza- 
tion. In addition, there is a chapter each on 
railroads, electric power, housing, agricul- 
ture, and consumers in wartime. 

The book is well written in an elaborate 
outline form with many subtopics separately 
set forth and briefly developed. For example, 
the chapter on “Labor Supply” has eighteen 
subtopics including demand, skill, turnover, 
recruiting, discrimination.etc. Subtopics un- 
der “Direct Price Controls” are maximum 
prices, minimum prices, maximum margins, 
cost of production, bulk-line costs, enforce- 
ment, etc. The subtopic “Measures To Ex- 
pand Supply” in the chapter on “Maximiz- 
ing Wartime Production” has nine sub- 
headings including subsidies, guaranteed 
prices, amortization provisions, subcon- 
tracting, reclamation, etc. Thus, the book 
is made easy to read, and it is highly informa- 


? Italics mine. 
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tional and would probably be a student’s 
favorite. The tendency toward decentrali- 
zation of subject matter through the elabora- 
tion of outline might detract from emphasis 
on the major principles and processes of war 
economics, or it might make them more 
“real,” depending upon the reader. A thread 
runs through numerous topics covering the 
procedures in World War I and in peacetime. 
Completion of the manuscript and Pearl 
Harbor were too coincidental to permit 
government policies adopted during the war 
to be included except for a few pages in an 
appendix. But this is no serious loss to a 
book on fundamental principles and prob- 
lems of war economics. 

The book contains much sound judg- 
ment. “Transition from Peace to War” 
could have been beneficial daily reading for 
the Great Bureaucracy and the Industrial 
Experts during the protracted period of de- 
lay in deciding what to do. 


.... The greatest shortage confronting a 
nation becomes time [p. 21] There should 
reside in some one person or some One agency 
the power not only to fix policy but also to 
supervise its administration and to settle ques- 
tions as they arise Public policy during 
the war should be guided by a reasonable esti- 
mate as to the probable length of the conflict; 
it would appear far wiser to overestimate in this 
respect than to underestimate [p. 15] 
error must be made, it is better to expand too 
much rather than too little [p. 31] It is in 
the national interest to be wrong by having too 
much rather than too little [p. 23] 
main criterion in war is the maximization of 
armament production [p. 5] The most 
important business before a nation in wartime 
is to fight the war to a successful conclusion, and 
potential postwar maladjustments cannot be 
allowed to prevent the attainment of this objec- 
tive [pp. 31-32]. 


Even the most successful planning will not, 
however, ward off impoverishment if the war is 
protracted, for its aim is merely to maintain 
at as efficient a pace as possible the service of 
supply to the armed forces, almost regardless of 
the cost to the nation [p. 7]. 


Inflation has been the most important method 
of financing past wars, because it was the easiest 
or a short war or an indemnity was expected 
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[p. 126] Inflation is the easy way of financ- 
ing a war... .([but] inflation insures that those 
least able to bear it shoulder an undue share of 
the burden [pp. 129 and 131]. 


The preponderance of evidence favors fi- 
nancing war by taxes and voluntary or 
forced loans (p. 131). 

“Postwar Problems of Industrial De- 
mobilization” is a thoughtful and realistic 
chapter. Unlike Spiegel, the authors see a 
rather dark horizon. 


.... With the passing of the emergency, 
human endeavor and economic policy are likely 


_to be shaped again by conflicting individual aims 


and preferences [p. 417]. 


....+ These dangers of political upheavals in 
some countries, with their possible repercussions 
upon all nations, give meaning to the apparent 
contradiction that one may win the war but lose 
the peace. Indeed, a country may successfully 
fight for democracy and lose its civil liberties 
after the war if it is unable to solve the problems 
of industrial demobilization and postwar re- 
construction. 

It is these political dangers as well as the in- 
evitable delays and economic losses caused by 
postwar depressions, which in our opinion, 
militate strongly in favor of a less rapid but 
more balanced process of transition to peace- 
time production than that which might be 
achieved by free enterprise under boom condi- 


tions [p. 425]. 


.... The passing of the emergency forces in- 
dividuals and governments again to choose be- 
tween competing ends and to compromise be- 


tween conflicting objectives It is at this 
point that the economy of transition faces its 
greatest difficulties [in deciding] to what extent 
any of these objectives should take preference 
over others [and] approximately how far re- 
construction in each of these lines of production 
should go [p. 426] It might be necessary 
for the impoverished European or American to 
forgo some of the things which his prewar higher 
income made it worth while for him to demand 
and to produce. Nothing would be more waste- 
ful than to evaluate postwar aims and objec- 
tives in terms of a prewar scale of preferences 
[pp. 426-27] The main problem will be not 
the lack of private purchasing power, but 
rather the reallocation of men and productive 
resources to different uses in the order of their 
relative social importance and urgency [p. 430]. 
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Whether the period of transition from war 
to peace holds the danger of a serious depression 
or even breakdown of the economic system will 
depend upon the speed and consistency with 
which governments will be able to act and the 
influence which vested interests are permitted 
to exert upon the formulation of public poli- 

i It will be necessary not only to main- 
tain temporarily many of the wartime controls, 
but also to organize . . . .a comprehensive pro- 
gram of demobilization along national and 
international lines. 

.... Thus after the present war most of the 
pressing economic problems of our time will 
still be with us; their solution will be required 
with even greater insistency People of all 
nations are likely to demand that the necessary 
steps be taken in order to secure economic se- 
curity and higher standards of living through 
the full employment of the country’s produc- 
tive capacity. These demands, together with 
the prevailing dislocations of the postwar situa- 
tion, are likely to strengthen rather than weaken 
the general trend toward greater state inter- 
ventionism everywhere [pp. 441-42]. 


So, whatever is the picture of “democ- 
racy” for the future, the insatiable appetite 


for more government would seem to assure 
an inconsequential status for both the in- 
dividual and individual liberty. 


III 


Kirk and Stebbins’ book is a syllabus of 
topics and subtopics in skeleton outline 
form. Each chapter contains a list of gen- 
eral references and a bibliographical note, 
and each principal subdivision has a list of 
special references. There is a twenty-five- 
page general bibliography of books and 
pamphlets. 

The book contains twenty-two chapters 
under three headings: “The General Set- 
ting,” “Military Organization, Technique, 
and Pelicy,” and “National Organization 
for Total War.” The first of these covers 
“Security, Defense, and National Strategy,” 
“War in Statecraft and in History,” “The 
Meaning of War,” “Total War,” and “The 
Law and Diplomacy of War.” The part on 
military organization contains ten chapters, 
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including “The Elements of Military Pow- 
er,” “Military Organization” (two chapters), 
“Weapons and Techniques” (three chapters), 
“Military Techniques,” and “Economic 
Warfare.” The third part covers “Main- 
taining Morale,” “Economic Mobilization” 
(two chapters), “Labor Problems,” “War- 
time Planning for a Peace Settlement,” 
and “Demobilization and Reconstruction.” 

This reviewer cannot understand the 
reasons for or the usefulness of so much em- 
phasis upon military matters in a “syllabus 
which might be useful to other colleges and 
universities” (p. v). Few institutions would 
have personnel with either qualifications or 
interests along these lines; and, unless 
several war courses were taken, students 
should not be encouraged to pay such dis- 
proportionate attention to this aspect of 
war. “The General Setting” also seems to 
be peculiarly arid, legalistic, and containing 
little of general significance. ‘National Or- 
ganization for Total War” is grossly in- 
adequate. Its three chapters on the entire 
process of building, supplying, and running a 
productive system to supply both the mili- 
tary and the civilian population, compared 
with ten chapters on military organization, 
weapons, and techniques, simply cannot be 
justified. The editors’ attempt “‘to select 
out of the great mass of possible material 
those topics which are of greatest impor- 
tance” (p. vii) seems not to have been suc- 
cessful. It is very doubtful if many persons 
can persuade themselves that this is a proper 
allocation of time and attention in the study 
of the war process and policy. 

Probably this book is too largely the 
product of persons whose specializations 
and interests are too peripheral to the basic 
war processes and problems as these are 
commonly understood. A_ bibliography, 
largely of “fugitive” material and to a con- 
siderable extent on “marginal” subject 
matter, seems to be the most distinctive 
contribution of this “experimental first edi- 
tion” in which “criticisms and suggestions” 
are openly invited. 
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COMMODITY-RESERVE CURRENCY: A REJOINDER' 
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uR effort to analyze and synthesize the 

proposals for a commodity-reserve 
currency was motivated solely by the belief 
that all aspects and implications of proposals 
for sweeping economic reforms should be 
thoroughly examined before they are con- 
sidered for adoption. Without conscious 
prejudice we undertook to ascertain the 
merits and limitations of the proposed com- 
modity-reserve currency as a monetary de- 
vice. In presenting our conclusions, it was 
furthest from our intention or expectation 
to give offense.? If we have inadvertently 
done so, we present our sincere apologies. 

In the reply to the “Critique” not only 
we but likewise all economists who have 
adopted a critical attitude toward particular 
economic proposals were condemned for our 
method of approach. It can be said in all 
fairness, I think, that if some economists are 
at fault in bringing disesteem upon their pro- 
fession through a negative attitude, others 
are no less at fault in making sweeping 
claims for economic proposals which occa- 
sion doubt by their very extravagance. 

In proposing a self-financing monetary 
mechanism for minimizing the economic 
consequences of excess commodity produc- 
tion, the advocates of the commodity-re- 
serve currency plan have advanced an in- 
teresting and stimulating idea. It is readily 
admitted not only that the objectives of the 
proposal are very meritorious but also that 


*See W. T. M. Beale, Jr., M. T. Kennedy, and 
W. J. Winn, “Commodity-Reserve Currency: A 
Critique,” this Journal, L, No. 4 (August, 1942), 
579-94; Benjamin Graham, “The Critique of Com- 
modity-Reserve Currency: A Point-by-Point Re- 
ply,” op. cit., LI, No. 1 (February, 1943), 66-69; and 
Frank D. Graham, “Commodity-Reserve Currency: 
A Criticism of the Critique,” ibid., 70-75. 

* Whether the same can be said by one of the au- 
thors in his criticism of the “Critique” is left for the 
reader to judge. 


the plan has many virtues. However, signifi- 
cant questions have been raised in the re- 
plies to the “Critique” as well as in previous 
discussions as to the wisdom of attempting 
to achieve the objectives through the mar- 
riage of a storage plan and a monetary de- 
vice. These questions have not yet been an- 
swered. It is the purpose of this rejoinder to 
concentrate attention upon the monetary 
and storage implications of a commodity- 
reserve currency. Other problems arising 
from the proposed combination have been 
deliberately omitted. 

It is emphatically maintained by Mr. 
Benjamin Graham that a commodity stock 
pile would not be as “disheartening” as our 
large accumulation of gold. However, the 
usefulness of this group of commodities or 
any specific commodity in a monetary reser- 
voir is not the primary point in question. 
The most important consideration is the rel- 
ative merits of a commodity monetary re- 
serve as compared with other monetary 
mechanisms as a means of obtaining desirable 
monetary objectives. The usefulness of the 
commodities stored, to which reference is 
made below, is and must be subordinate to 
this major issue. Obviously, the question of 
the superiority of a commodity group over 
the single commodity gold as a monetary 
device excludes many other alternatives. 
Most of the world’s monetary standards are 
today on a noncommodity basis. In pointing 
out the weaknesses of a commodity-reserve 
currency, therefore, one does not thereby im- 
ply that either the gold standard or any of 
these other systems is superior to the com- 
modity-reserve currency proposal. 

A single or composite commodity stand- 
ard has as its chief purported advantage the 
attribute of automaticity. Although it is 
usually recognized that commodity stand- 
ards in general have not been fully auto- 
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matic, there has too often been a tendency to 
permit serious monetary maladjustments 
to develop by hiding administrative respon- 
sibility under the skirt of the automaticity 
illusion. Professor F. D. Graham acknowl- 
edges in the book to which he refers that all 
the benefits of the plan might not be forth- 
coming without resort to various “manage- 
ment” devices, but his indorsement of these 
devices seems to assume, nevertheless, a 
survival of automaticity. The suggestion 
for introducing management measures to 
facilitate the proper operation of the mone- 
tary system proposed mars the automaticity 
feature and is an admission of weakness in- 
herent in such a system. At the same time 
the ability of management to achieve de- 
sired ends might be considerably impaired 
if it were to attempt to follow a single auto- 
matic guide such as the accumulation or de- 
cumulation of commodities. The attempt to 
combine automaticity and management may 
nullify the virtues of both. It may reason- 
ably be suggested that either one or the 
other might have proved superior to the 
combination of the two that was attempted 
in this country during the 1920’s. 

In spite of all that has been said, the prob- 
lem of transition to the new monetary base 
remains unresolved; it continues to be one 
of the most baffling and unsatisfactory parts 
of the whole proposal. The immediate adop- 
tion of a commodity-reserve system is clear- 
ly precluded by the present market demand 
for the commodities that would enter into 
the reserve. It would seem that only in a 
period of partial employment could it reason- 
ably be introduced. The attractiveness of 
the plan is considerably impaired by its fail- 
ure to make any contribution toward a solu- 
tion of the monetary problems present in 
the current period of expansion. 

The relationship of commodity currency 
to existing types of money is by no means 
clear. This would be of little importance in 
the functioning of the system in a period of 
falling prices, since the monetization of com- 
modities would provide a price floor for the 
composite unit. But in a period of rising 
prices the existence of other types of money 
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would be a threat to the effectiveness of the 
plan in protecting against inflationary price 
movements. It is true that the exchange of 
money for monetary commodities would pro- 
vide a brake against price increases of the 
commodities included in the unit—to the ex- 
tent that the supply of other types of money 
remained constant. But deposit expansion 
on the basis of present gold reserves or the 
activation of existing money could offset the 
contraction of commodity currency. 

England’s use of her gold supply during 
the early years of the war is cited by Mr. 
Benjamin Graham as a justification for com- 
bining a commodity storage system and a 
monetary mechanism. It is particularly 
noteworthy that England was able to use 
her gold only because it had ceased to serve 
as a monetary reserve. It is certainly no dis- 
advantage to a country to have supplies of 
basic commodities, but a system in which 
their use is, in general, contingent upon the 
abandonment of the foundation upon which 
the monetary structure has been erected 
raises considerable doubt concerning the 
monetary stability that is expected to result 
from its adoption. Whether the reserves 
become available through demonetization, 
as happened in England, or through the sub- 
stitution of futures or I.0.U.’s for commodi- 
ties, as the present plan proposes, the auto- 
maticity and the price-stabilization features 
are nullified. 

One of the answers to the “Critique” ad- 
vances the claim that commodity-reserve 
currency would be an especially sound mon- 
ey because it is convertible into useful goods. 
This argument is somewhat reminiscent of a 
suggestion referred to by Dr. Répke that 
theater tickets should be made of chocolate, 
which one could eat in case the management 
should have issued too many tickets. The 
valuation of money is a reflection of the val- 
uation of all goods exchanged for money and 
not of the value of the monetary good. The 
soundness of money depends upon whether 
its value in terms of the goods and services 
for which it exchanges is comparatively 
stable. While it is possible to have stable ex- 
change value without embodied value, em- 
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bodied value is by no means a guaranty of 
stable exchange value. The advocates of the 
proposal may have demonstrated to their 
own satisfaction that commodity-reserve 
currency would contribute to price stability, 
but they have not done so to mine. 

A final observation on the monetary as- 
pects of the proposal relates to some of the 
problems of selecting the money commodi- 
ties. The rapid development of new mate- 
rials and products during the war period 
makes such a choice very difficult. Current 
technical progress foreshadows dynamic 
changes in the price structures and price re- 
lationships of commodities. The pre-war de- 
velopment of nylon and its effect upon the 
demand for silk suggests some of the politi- 
cal difficulties and raises doubt concerning 
the practicability of attempting to select a 
monetary commodity group. The potential 
competition arising out of the wartime de- 
velopment of magnesium, aluminum, and 
steel industries is another illustration of the 
changes in commodity relationship that are 
occurring at the present time and suggests 
some of the practical and political difficul- 
ties arising out of a commodity monetiza- 
tion proposal. Furthermore, the inclusion 
of a number of foreign commodities, par- 
ticularly those which, if they are produced 
at all in this country, are produced in quan- 
tities insufficient for our normal needs would 
subject our monetary standard to the price 
and production controls of foreign cartels. 

The current wartime shortages of basic 
commodities bring the storage feature of the 
plan into the foreground. One of the replies 
to the “Critique” suggests that, unlike gold, 
the commodity standard would fail to at- 
tract the “love of the people” and would 
therefore, provide a stock pile that would be 


available for any major emergency. It is 
argued that the reservoir would be useful 
not only in wartime but also as an old age 
pension reserve and for advancing the stand- 
ard of living. 

From the standpoint of military strategy, 
the advantage of having readily available 
supplies of basic commodities is undeniable, 
but the desirability of intrusting the accum- 
ulation of these stores to the vagaries of 
price movements is questionable. he reser- 
voir would fill up as prices tended to fall, 
and the commodities would be drawn out as 
prices increased. Therefore, the importance 
of the plan to military strategy would seem 
to depend upon the cyclical position of the 
economy at the outbreak of war. 

The inclusion in the monetized group of a 
number of commodities that are available 
only in foreign countries weakens the prob- 
able effectiveness of the plan in minimizing 
the effects of excess commodity production 
in this country. Unless the plan operates in 
a fully competitive international market, it 
would be possible for foreign cartels to de- 
press the prices of our own monetized com- 
modities and at the same time to delay the 
monetization process by manipulating the 
prices of the commodities they control. 

The commodity-reserve currency pro- 
posal has been offered as a means of alleviat- 
ing the consequences of excess commodity 
production while achieving monetary re- 
form. The inherent incompatibility of this 
union is most clearly illustrated by the ex- 
perience of England, which indicates that 
the abandonment of the monetary relation- 
ship with gold was the condition which made 
possible its disposition as a commodity. 


New Yor«x City 
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In Richard A. Musgrave’s article, “White Paper on British War Finance, 1938-41,” this Journal, 


L, No. 6 (December, 1942), 920-33, read 


£700 million for £400 million (p. 920, 1. 18; p. 
931, l. 6; p. 932, Table 6) 

£600 million for £900 million (p. 931, 1. 10; p. 
932, Table 6) 

£2.7 billion for £2.4 billion (p. 931, 1. 12) 

15 per cent for less than 10 per cent (p. 920, 
l. 19) 

over 25 per cent for at least 20 per cent (p. 920, 
1. 23) 
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26 per cent for 15 per cent (p. 932, Table 6 and 
1. 13) 

22 per cent for 33 per cent (p. 932, Table 6 and 
1. 14) 

1941 for 1940 (p. 931, 1. 5) 

23 per cent for only 18 per cent (p. 931, n. 16) 

Table 5 for Table 4 (p. 932, 1. 11) 

— indirect taxes for + indirect taxes (p. 929, eq. 
II, 1. 2) 
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A Treatise on War Inflation: Present Policies 
and Future Tendencies in the United States. 
By Wriu1aM J. FELLNER. Berkeley: Univer- 
sity of California Press, 1942. Pp. x+180. 
$2.00. 

Professor Fellner’s Treatise is an excellent 
work. The analysis is rigorous; conflicting 
points of view are presented in a temperate man- 
ner; and the conclusions reflect a judicious bal- 
ancing of the important considerations. The 
book is concise, and yet significant factors are 
neither omitted nor unduly skimped in presen- 
tation. The first chapter gives an admirable 
summary of the essential issues in any sound 
discussion of war inflation. 

The author takes the position that an equi- 
table distribution of the war burden would not 
be possible by fiscal means alone, since certain 
scarce “basic necessities’’ would rise in price in- 
ordinately and hence some rationing would be 
required (pp. 8-9). Other scarce commodities 
necessary for the prosecution of the war should 
be subject to excise taxes (pp. 89-90). If I in- 
terpret him correctly, he believes that such 
taxes would yield revenue significant in amount 
(p. 91). This could hardly be, if they achieved 
their purpose, since their success would be in- 
versely proportional to their yield. Fellner’s 
nicely balanced conclusion is that, if appropriate 
fiscal policies were followed, relative price 
changes might be relied upon for bringing about, 
to a significant degree but not entirely, the 
necessary industrial readjustments (pp. 7-8, 
146). 

Completely noninflationary financing is not 
considered to be politically feasible, but it is 
pointed out that the price controls themselves 
are not likely to be successful unless expansion- 
ary borrowing is restricted far more narrowly 
than it has been recently or promises to be in the 
future. The belligerent nations in the present 
war are financing themselves to the extent of a 
greater proportion of their war needs by means 
of taxation than in the last war; but it is rightly 
asserted that, even so, the inflationary influence 
may be greater now, since the present war is 
more costly in relation to “significant economic 
magnitudes” (p. 17). 


Whether what expansionary borrowing there 
is should be from the member or Reserve banks 
is judiciously considered (pp. 85-88). Borrow- 
ing directly from the Reserve banks would ren- 
der it unnecessary to make available to the 
member banks additional reserves (although it 
would, of course, incidentally do just this), 
which might be used in part for the extension of 
loans for non-war purposes; but, if direct bor- 
rowing were used, the additions to reserves 
could be sterilized by requiring 100 per cent re- 
serves for any additional deposits acquired by 
the member banks. As a possible offset to this 
advantage of direct borrowing, it is suggested 
that the Treasury might find this procedure so 
much easier than borrowing from the member 
banks that there would result a greater tendency 
to avoid taxation. Fellner concludes that there 
may not be much difference between the two 
methods. With this conclusion we may agree 
ii we restrict our interests to the war period; but 
if we consider post-war conditions it is prefer- 
able to borrow directly from the Reserve banks 
and to raise the reserve requirements of the 
member banks, since this higher reserve ratio 
would diminish the dangers of wide fluctuations 
in the quantity of bank credit and strengthen 
the Reserve banks as agencies for controlling 
such fluctuations. 

A fiscal program is outlined which, it is be- 
lieved, would raise approximately $70 billion 
out of an income of $120 billion (pp. 84-107). 
This program would require a reduction of ex- 
emption levels for a man and wife with two 
children to $1,000 and a very sharp increase in 
the rates levied on the middle income brackets. 
Rates are suggested for each income bracket 
(p. 104). Fellner believes his program would 
probably raise about $40 billion by means of the 
income tax (including compulsory loans to a 
minor extent), $13-$14 billion by corporation 
taxes and borrowing from current corporate 
saving, $6-$7 billion by excise taxes, $5 billion 
by borrowing which would be offset by capital 
consumption, and $5-$6 billion by expansion- 
ary (but noninflationary) borrowing. 

There are a few minor inaccuracies or state- 
ments concerning which some doubts may be 
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suggested. It is stated that price ceilings and 
rationing are intended to reduce civilian ex- 
penditures (p. 16). Price ceilings could hardly 
have this purpose or effect. It is said that hold- 
ings of gold certificates by the member banks 
rose by about $2.6 billion during fiscal 1941 
(p. 71). This reference should be to the Re- 
serve banks. Fellner rightly contends that, if 
the cost of the war is great, inflation to some ex- 
tent may occur even though borrowing from the 
banks is ruled out, since under conditions of 
heavy taxation and borrowing from the non- 
banking public there will be a tendency to re- 
duce idle balances, that is, for velocity to rise 
(pp. 80-81). I infer that he believes this effect 
to be inevitable, and on practical grounds it 
doubtless is; but if political expediency is ig- 
nored it would be possible to collect by means of 
taxes and borrowings from income-receivers an 
amount sufficiently in excess of the require- 
ments of the war program to offset the rise in 
velocity. 

On the basis of Pareto’s distinction between 
true utility and ophelimity (mere desirability), 
the author seems to lean slightly in the direction 
of some small amount of taxation of “luxuries” 
(pp. 88-89). Any such program lands us in a 
quagmire. Who is to decide what commodities 
have only ophelimity? Furthermore, if cig- 
arettes (to which reference is made) are taxed, 
why not the better grades of meat? Indeed, 
why not all foods, except such cheap or uninvit- 
ing things as potatoes, beans, and spinach? 
However, on a later page (146) a more plausible 
definition of a luxury is suggested than is im- 
plied in the preceding statements, namely, a 
commodity which is consumed exclusively by 
the wealthier classes. On page 103 there is a 
reference to Table 5, which apparently should 
be to Table 4. 

It should be repeated that this is an unusually 
good book. It is to be hoped that the point of 
view which it presents will have a large measure 
of influence, and that very soon, on the fiscal 
policy of the government. 

Lioyp W. MINTS 


University of Chicago 


The Creation of Purchasing Power: A Study in 
the Problem of Economic Stabilisation. By 
Daviy McCorp Wricat. (“Harvard Eco- 
nomic Studies,” Vol. LXXII.) Cambridge: 
Harvard University Press, 1942. Pp. xiv+ 
251. $3.00. 

This monograph is devoted to “an explora- 
tion of what has been called the ‘underworld’ of 
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monetary theory,” to proposals for the creation 
of purchasing-power outside the ordinary actiy- 
ity of commercial banking. The reader may 
have the feeling at the end of the volume that 
the author was himself rather disappointed at 
the yield of the material which he had hoped 
would “turn out to be of value”; but he will 
have reviewed a considerable range of unortho- 
dox schemes and will have found the appraisals 
fair and soundly argued. 

In the first four chapters, embracing about a 
third of the book, the author sets forth his theo- 
retical position regarding cyclical variations and 
investment stagnation—a position which initial- 
ly appears to be much more Keynesian than 
proves to be the case subsequently, particularly 
in the concluding chapter of the book. At first 
(pp. 7, 28) the only alternative to price adjust- 
ment as a method of attacking unemployment 
is increasing aggregate monetary purchasing- 
power, without any notice being given to insti- 
tutional obstacles to investment or policies de- 
signed to correct them. This earmark of the 
current orthodoxy is complemented by emphasis 
upon the psychological obstacles, liquidity pref- 
erence, and the propensity to consume. But ap- 
parently the author does not believe that the 
propensity to consume is the “‘flaw”’ in the eco- 
nomic system. Dynamic equilibrium with sav- 
ing is possible (pp. 19-21), and the implication 
of inevitability in all “flaw” theories is not 
Wright’s. The real cause of cyclical recessions 
appears to be the jerky character of changes in 
investment outlets (pp. 22, 29, 176) and the 
tardiness of economic readjustments (pp. 21, 26, 
40, 225). Although in the Preface he is “skepti- 
cal of any ‘new era’ which will avoid, perma- 
nently, shorter or longer periods of stagnation,” 
he has expunged from the text a passage written 
before the war reciting the causes which then 
seemed to perpetuate stagnation but which he 
now believes may not reappear “for a consider- 
able period”’ (p. 42). 

Wright, I believe, makes a promising innova- 
tion in the theoretical portion by dividing eco- 
nomic factors into operating, replacing, expand- 
ing, and supplanting; and he makes good use of 
the classification in the critical part. The dif- 
ference between replacing and supplanting fac- 
tors, it may be explained in passing, lies in the 
fact that the former, which include foreseen 
obsolescence, make no additional demand on the 
supply of factors, whereas the latter do, since 
they involve unforeseen obsolescence. 

A chapter posing in its title the question 
“What Is Inflation?” gives the answer: “an in- 
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crease in the quantity of effective demand 
{which} produces no further increase in output,” 
which Wright labels the “Keynesian” definition, 
adding as a proviso that “a price rise ensues 
which seriously affects the purchasing power of 
the fixed income classes and money debts in gen- 
eral” (pp. 65, 67; italics the author’s). The defi- 
nition without the proviso can scarcely with his- 
toric fidelity be attributed to Keynes; aside from 
Hayek’s departure in attaching the idea of in- 
flation to windfall profits even if prices do not 
rise, this has been a commonly accepted concep- 
tion for decades. And the proviso not only in- 
troduces a subjective element as to what is 
“serious,” as Wright himself points out, but it 
also involves a terminological break along what 
is, after all, a continuous function. 

In the same chapter the author justifiably 
criticizes the readiness of some writers to regard 
any increase of money or any departure from 
gold-standard orthodoxy as inflationary. But 
he may have gone further than he intended in 
suggesting that very large increases in hoards in 
Western society need involve no more threat of 
inflation than do the gold and silver accumula- 
tions of the maharajas for the Indian price 
structure (p. 68). That the psychology of cash- 
balance-holders differs significantly from that of 
treasure-holders is implicitly recognized by the 
author’s frequent expressions of concern as to 
possible dishoarding of balances created by defi- 
cit financing or involved in various reform pro- 
posals (pp. 74, 125, 143-44, 217). Apropos of 
velocity also, the reviewer fails to find a single 
valid criticism in four pages (pp. 100-103) di- 
rected against the statement of Dahlberg that 
“economic law decrees that money income must 
—for economic equilibrium—be disbursed as 
rapidly as it is received.” For one thing, the 
hopes of the “velocity stimulators” are not set 
at naught by the observation that “habits re- 
garding the disbursement of income” do not 
control consumption. These habits embrace not 
only the frequency of payments, which, forsooth, 
does not affect consumption, but also the ratio 
— to working balances, which assuredly 


The central portion of the book (pp. 75-175) 
considers under three chapter headings the lead- 
ing unorthodox proposals for purchasing-power 
creation. Under “Bank Credit and Changes in 
Bank Policy” come Berle’s proposal for “capital 
credit” banks, which reduces to a protest 
against the undue cautiousness of existing insti- 
tutions; Fisher’s roo per cent money, which falls 
short of adequate stimulation to investment; 
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and various production subsidy schemes, which 
produce capital goods but no market for their 
output. The “Velocity Stimulators,” as typi- 
fied by Senator Downey, Gesell, and the Town- 
send plan, fail generally to impose equal burdens 
on all forms of hoards, they penalize what may 
in individual cases be a justifiable provision for 
contingencies, and their efficacy is exhausted 
when idle deposits become negligible. Chapter 
vii, devoted to “Purchasing Power Injectors,” 
considers social credit, Meade’s proposals, tech- 
nocracy, and the consumptionstat, but its great 
merit is less the assessment of the idiosyncrasies 
of particular systems—itself very lucid—than 
the development of a balanced appraisal of 
spending programs as a genus. This chapter is 
marked not only by the excellent “feel’’ for judi- 
cious policy which characterizes the entire work 
but also by genuine originality in the discussion 
of the economic limits and burden of national 
debt. 

In his general conclusions (chaps. viii, ix) 
Wright voices what seems to me a justifiable op- 
timism so far as concerns the financing of pur- 
chasing-power programs. He looks with less fa- 
vor to the taxation of hoarding and the simple 
issue of currency than to commercial bank cred- 
it extended to the Treasury on the basis of 
‘credit certificates,” which could not be used for 
multiple expansion. Wright would prefer to sub- 
stitute a service fee for bank interest, believing 
that the latter is unearned; but in view of the 
wide distribution of life insurance and the serv- 
ices performed by banks, the inequity may not 
be serious. The author carefully weighs the po- 
litical and economic danger of direct consumer 
payments and of large government industries 
but does not despair of the usefulness of either. 
In conclusion he expresses the conviction that 
the pressure of vested-interest groups—for 
wages, tariffs, disguised subsidies—and the in- 
ternational obstacles to investment may be as 
important in the problem of stabilizing and ex- 
tending employment as the consideration of 
broad aggregates, such as consumption, expand- 
ing factors, etc. Purchasing-power maintenance 
is not a panacea but a promising ameliorative 
device. 

Howarp S. EL.is 
University of California 
Berkeley 


Studies in War Economics. By INTERNATIONAL 
LaBour Orrice. (“Studies and Reports,” 
Series B [Economic Conditions], No. 33.) 
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Montreal (Washington: International La- 
bour Office), 1941. Pp. 199. $1.00. 


The forty-page essay on “Economic Organi- 
zation for War” by E. F. Penrose, which intro- 
duces this collection of essays by members of 
the staff of the International Labour Office, is 
the best short treatment of the subject that has 
come to the reviewer’s attention. Its merits are 
(1) selection of vital issues, (2) clear exposition 
unencumbered by masses of irrelevant statis- 
tics, (3) interrelation of political and economic 
considerations, and (4) recognition of the post- 
war implications of wartime policies. Some of 
the best pages are those in which the author 
shows how the technical characteristics of 
modern war give aggressively inclined dictators 
the jump on the democracies (p. 7), how by 
creating a great pool of unemployment the 
“Great Depression’”’ made preparations for the 
second World War in certain countries practical- 
ly costless (p. 17), why the indiscriminate re- 
duction of consumption at the outset of a war is 
a mistake (p. 20), and why democracy should 
not be identified with free, private enterprise 
(p. 14). As the subtitle of his excellent essay 
indicates, the author is interested particularly 
in the impact of war policies and war conditions 
on the economic situation of the working class. 
But this special interest does not warp his think- 
ing. The measures he advocates in the field of 
war finance, for example, are generally accepted 
by economists as necessary for the effective con- 
duct of war and for the equitable distribution 
of the war’s burden. 

The discussion of war finance is carried for- 
ward and expanded by E. J. Riches in his paper, 
“‘Who Shall Pay for the War? An Analysis of 
the Keynes Plan.” While approving of its main 
objectives, Mr. Riches is doubtful whether the 
plan would succeed in its present form because 
of the difficulties of administration and owing 
to the lack of popular understanding and sup- 
port. In the third paper on “Relative Wages in 
Wartime,” Mr. Riches argues against a ceiling 
on wages as well as against any attempt to con- 
trol relative wages. The argument runs in terms 
of policy and administrative techniques rather 
than of wage theories. 

“Control of Food Prices” is the subject of a 
paper by A. J. Baster. It reviews the practices 
adopted by the Central Powers and their op- 
ponents in World War I; but, since the paper 
was written in April, 1940, it describes only the 
beginnings of food control in the present war. 
The author points out the failure of attempts at 
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piecemeal control of food prices. Two important 
matters of principle are stressed: (1) price-fixing 
is not an end in itself but merely a method of 
bringing about changes in output and in the 
distribution of supplies and (2) price-fixing 
alone cannot prevent inflation; it must be sup- 
plemented by measures for reducing the pur- 
chasing-power available to consumers. 

Carl Major Wright in “The Place of Housing 
in War Economy,” after outlining the changes 
in housing needs brought about by the war, 
points out the insufficiency of rigid measures of 
rent control to meet new conditions. Trans- 
formation of larger dwellings and the construc- 
tion of new low-cost houses are necessary sup- 
plementary measures. The greater use of pre- 
fabricated houses is advocated not only because 
they are cheap but also because they will not 
hamper plans for post-war housing. 

In the concluding paper, Edith Tilton Den- 
hardt describes the effects of the first World 
War on the textile industry of the principal pro- 
ducing countries and reviews the changes which 
took place in the early stages of this war. The 
author is impressed by the increasing use of 
synthetic fibers and by the possibilities of in- 
dustrialization in backward areas. She con- 
cludes that the direction which that develop- 
ment will take depends quite as much upon 
government policies of planned industrializa- 
tion as upon basic economic factors. 


Percy W. BIDWELL 


Council on Foreign Relations 
New York City 


The Theory of Econometrics. By Harotp T. 
Davis. Bloomington, Ind.: Principia Press, 
Inc., 1941. Pp. xiv+482. $4.00. 


Professor Davis’ book is to my knowledge 
the first textbook in the relatively new subject 
of econometrics. Econometrics consists in the 
application of mathematical and _ statistical 
methods to economic problems. It has been 
flourishing in the United States particularly 
since the founding of the journal, Econometrica, 
in 1932, and has been very much furthered by 
the activities of the Cowles Commission, former- 
ly located at Colorado Springs and now at the 
University of Chicago. As Professor Davis’ 
book demonstrates, however, it is far from being 
a purely American subject, in spite of the fact 
that many of the major contributions in recent 
years have been made in the United States. 
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Professor Davis’ book is divided into two 
parts—economic statics and economic dynam- 
ics. Statics is defined as the part of econometrics 
which does not involve time explicitly, whereas 
dynamics deals with problems involving time. 
This seems to be a very satisfactory definition 
from the point of view of the mathematician 
and comes very near to the usual distinction be- 
tween statics and dynamics made, for instance, 
in Hick’s Value and Capital (Oxford, 1939). 

The first ten chapters of the book, which re- 
late to economic statics, deal with the following 
subjects: income distribution, utility theory, 
supply and demand, exchange, monopoly and 
similar problems, production, budgets, the 
theory of equilibrium, and taxation. All these 
subjects are presented competently and ex- 
tremely well from a didactic point of view. 
Many examples and problems are given and 
also extensive bibliographies, which make the 
book very valuable for self-study or teaching. 
There are not many original contributions ex- 
cept on the subject of the personal distribution 
of income. The author tries to give a generaliza- 
tion of the well-known Pareto distribution func- 
tion, which, in his opinion, graduates the entire 
distribution, including the part with low in- 
comes. The derivation is very ingenious and 
certainly an important contribution to this 
much disputed subject. 

The remaining ten chapters are devoted to 
the study of economic dynamics and discuss the 
following subjects: population, equation of ex- 
change, interest, insurance, index numbers, 
time series and their dynamics, business cycles, 
and international exchange. It is here that the 
main interest of the author lies. He presents 
some of his own original contributions, many of 
them taken from his monumental treatise, The 
Analysis of Economic Time Series (Blooming- 
ton, Indiana, 1941), which has recently been 
published. This is particularly true for the sec- 
tions which deal with time series and which 
bring up, very courageously, many problems 
generally shunned in economic statistics, like 
serial correlation and forecasting. Serial corre- 
lation consists in the lack of independence be- 
tween the consecutive items of a time series. 
Professor Davis extends and amplifies Henry 
Schultz’s classical ideas on “The Standard Error 
of a Forecast from a Curve” (Journal of the 
American Statistical Association, Vol. XXV 
1930]). In chapter xviii the author presents his 
own business-cycle theory, which he calls the 
“tesonance theory of crises.” These contribu- 
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tions, as well as the treatment of business cycles 
and related subjects, are extremely interesting 
and stimulating. 

Considering the value of the book for teach- 
ing purposes, it should be said that in the writ- 
er’s experience it can very easily be used as a 
text for students in economics who are some- 
what familiar with calculus. The problems are 
in general not too difficult; and a student who 
has mastered the book can certainly be trusted 
to have a very excellent knowledge of economet- 
rics, that is to say, the mathematical theory of 
economics and statistical methods as applied to 
economics. Professor Davis ought to be con- 
gratulated upon his pioneering effort, for which 
both economists and mathematicians should be 
extremely grateful. 

GERHARD TINTNER 
Towa State College 


Our Modern Banking and Monetary System. By 
Roti G. Toomas. New York: Prentice- 
Hall, Inc., 1942. Pp. xxiii+-812. $5.35. 
About half of this book—chapters iv—xxix, 

inclusive—consists of Professor Thomas’ earlier 
volume, Modern Banking, published in 1937. 
Only minor revisions have been made, principal- 
ly to bring factual material up to date. The re- 
mainder, the new part, deals primarily with 
money. Probably the author had this expansion 
in mind from the beginning, for the book shows 
no lack of unity. 

The chapters on banking, which follow three 
introductory chapters on money, constitute one 
of the best treatments available for a first 
course. Less space than usual is devoted to his- 
torical background, in order to deal more ade- 
quately with modern banking practice and 
theory. The style is simple and direct, and the 
author has a sufficient grasp of banking theory 
to avoid most of the fallacies which have been 
common in the textbooks. 

However, an occasional error creeps in. One 
worth noting is to be found on page 310. Here 
it is said that, if the banks were expanding dur- 
ing prosperity, a high discount rate would have 
little influence, “since each bank would in effect 
be able to make a direct multiple expansion of 
loans and deposits on the basis of new borrowed 
reserves.”’ It seems pretty clear that this is un- 
true. If the banking system as a whole is ex- 
panding, the individual bank can expand its 
loans without borrowing. If it does not expand 
them, excess reserves will tend to accumulate 
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through favorable clearing-house balances. Any 
addition to its lending power as a result of 
borrowing funds from a Federal Reserve bank 
will be little, if at all, greater than the amount 
borrowed. Therefore, such borrowing will re- 
sult in a loss unless the rediscount rate is some- 
what lower than the rate at which the bank 
lends to its customers. 

In the chapters on money, emphasis is placed 
on theory. As in the treatment of banking, 
much of the usual historical material is con- 
densed or eliminated. On the other hand, the 
value of money, the influence of monetary fac- 
tors on business activity, the international as- 
pects of money and prices, and monetary policy 
are all treated much more fully than in the aver- 
age text. Indicative of the emphasis placed on 
the ‘‘newer” developments in monetary theory, 
three whole chapters (xxxiii, xxxiv, and xxxv) 
are devoted largely to an exposition of the ideas 
of Hawtrey and Keynes. 

To give an adequate treatment of monetary 
theory in an introductory text is not easy, and 
opinions will differ as to how successful Professor 
Thomas has been. On the whole, he has done 
rather well. Some of his chapters are excellent. 
There are places, however, where his analysis is 
not entirely satisfactory, and he occasionally 
comes to conclusions of questionable value. 

An illustration is his comparison of a stable 
price level and neutral money as criteria of 
credit policy. Space does not permit us to follow 
his argument. We may note, however, that, 
after deciding that “the ideal of neutral money 
is most nearly fulfilled” by an arrangement that 
would “stabilize per capita incomes”’ (p. 787), he 
goes on to show that such an arrangement would 
probably cause serious economic difficulties. 
He does not seem to be fully aware that, in so 
doing, he is showing that money under this plan 
would scarcely be “‘neutral.”” He finally reaches 
the following conclusions: 


The choice of monetary policy would seem to lie 
between neutral money of the sort that will provide 
stable per capita money incomes, and stable prices. 
The theoretical requirements for economic stability 
appear to be most nearly met by neutral money 
On the other hand, stable prices have much to be 
said for them from the standpoint of practical appli- 
cation. In making a choice in such a matter as this, 
theoretical perfection must sometimes be sacrificed 
to practical considerations [p. 790]. 


Unfortunately, however, this passage does not 
mean very much because the author makes 
neither an adequate nor a convincing distinc- 
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tion between what is “theoretical” and what is 
merely practical. 

But in spite of some limitations the book has 
much to recommend it and is probably one of 
the best of the available texts on money and 
banking. It deserves careful consideration by 
any instructor who gives a two-semester course 
and wishes to emphasize monetary theory. It is 
too long and difficult to be satisfactory in most 
one-semester courses. 

Etcin F. Honr 
Wilson Junior College 
Chicago, Illinois 


The Federal Reserve Bank of Cleveland. By 
ARTHUR FREDERICK BLASER, JR. New York: 
Columbia University Press, 1942. Pp. xxvii 
+306. $3.50. 

The framers of the original Federal Reserve 
Act contemplated the development of twelve 
regional banks, each one a central bank for its 
area. About six years ago a series of studies was 
initiated under the direction of H. Parker Willis 
to discover whether such a development had 
actually materialized. It was thought that the 
description and analysis of the operations of 
individual district banks would throw light on 
the problem of centralized versus decentralized 
central banking in the United States. 

The present volume is a descriptive treat- 
ment which follows the conventional pattern 
made familiar by the previous studies of Clark, 
Griswold, Parker B. Willis, Taggart, and Coit. 
Dr. Blaser finds that the Federal Reserve Bank 
of Cleveland is not truly a central bank but 
merely an efficient service station for local bank- 
ing needs. A rather elaborate examination of 
the resources and the economic, financial, and 
business activities of the region (i.e., population; 
manufacturing, agriculture, extractive, public 
service, and constructive industries ; private and 
governmental credit agencies) does not, accord- 
ing to the author, bring out peculiar features 
identifying any significant problems calling for 
distinctly local or individual policies of a region- 
al bank. With the exception of New York and 
possibly San Francisco, the same may probably 
be said of the other Federal Reserve banks. 

The body of the text (chaps. v-ix) treats of 
the organization of the Cleveland Reserve Bank; 
the services it renders to member- and non- 
member-banks and to industry and to govern- 
ment agencies; the history of its operations, in- 
tradistrict (which cannot be isolated) and gen- 
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eral, through the period from the organization of 
the bank to the beginning of the present World 
War. 

The minutes of the board of directors were 
not available to the author; hence controversies 
which may have arisen between Cleveland or 
Washington and New York are not disclosed. 
So far as published data are concerned, Dr. 
Blaser’s analysis exposes nothing in the experi- 
ence of the Cleveland Reserve Bank which 
seems to have warranted separate individual 
central-bank policy. The bank kept in line with 
the policies of the system, dominated by the in- 
fluence of the New York money market, until 
the bank acts of 1933 and 1935 effectively con- 
centrated credit control in the hands of the 
Board of Governors of the Federal Reserve 
System. Dr. Blaser concludes that discretion in 
granting or refusing credit to member-banks 
will undoubtedly remain local ; but no evidence is 
given to show that such powers are greater than 
the district bank officers would have if they 
were running the branch office of a central bank. 

A feature of the book is a series of twenty- 
five maps of the Fourth Federal Reserve Dis- 
trict comparing data by counties and in many 
cases showing, by percentages, the standing of 
the district in comparison with the United 
States as a whole. These throw no particular 
light on the problems presented, but they may 
prove useful for other purposes. Except for the 
local descriptive material, the reviewer finds 
nothing in the volume not available elsewhere. 
As a contribution to banking, it serves to prove 
the futility of attempting to find solutions to 
general credit problems through the study of the 
district bank whose credit operations cannot be 
isolated for separate treatment. 


JAMES WASHINGTON BELL 
Northwestern University 


Credit Control: A Study of the Genesis of the 
Qualitative Approach to Credit Problems. By 
HELEN JOSEPHINE MELLON. Washington: 
American Council on Public Affairs, 1941. 
Pp. xii+134. $2.00. 

Almost from the beginning of banking litera- 
ture writers have divided broadly into two 
groups, namely, those who do and those who do 
not believe that so-called qualitative control of 
bank lending (to use present-day terminology) 
will provide for an appropriate limitation of 
bank credit. Miss Mellon is unqualifiedly in 
the former group. She reviews the doctrines of a 


185 


relatively small number of men, beginning with 
Adam Smith. At times she finds support for 
her position where a less zealous advocate 
might draw different conclusions. I particularly 
question whether her contention that Henry 
Thornton contributed significantly to theories 
of qualitative control may not give an erroneous 
impression of his views. In fact, he was an ex- 
plicit opponent of this point of view. The same 
holds for her statements concerning Alfred 
Marshall, but to a less extent, since she claims 
less from Marshall than from Thornton. I am 
also doubtful of her appraisal of Erick Bollman, 
although his position is somewhat equivocal. 
Understandably, in view of her own position, 
she praises the work of Stephen Colwell, J. 
Laurence Laughlin, and H. Parker Willis. 

Those who are already convinced of the es- 
sential soundness of the doctrine of qualitative 
control may perhaps find Miss Mellon’s book 
of interest. Others may well marvel, as does the 
reviewer, that the confusion which marks her 
school of thought should have continued to the 
present day. 

Lioyp W. MInTs 

University of Chicago 


Risk Elemenis in Consumer Instalment Financ- 
ing. By Daviw Duranp. (Technical ed.) 
(“Studies in Consumer Instalment Financ- 
ing,” No. 8.) New York: National Bureau 
of Economic Research, Inc., 1941. Pp. xx+ 
163. $2.00. 


Here is an interesting statistical attempt to 
arrive at a practical index of risk in a field where 
data are neither easily had nor highly uniform. 
Indeed many statisticians, desiring to work with 
such data, would consider them inadequate for 
a refined study. Yet these things have not 
daunted Mr. Durand. Furthermore, he has suc- 
ceeded in simplifying the problem by devising a 
means for working with small samples, easily 
available to the industry. 

Mr. Durand selected a list of consumer credit 
agencies, including the several types of small 
loan companies and instalment-sales finance 
agencies. These submitted to him a number of 
bad loans and a like number of good ones. Inas- 
much as consumer credit agencies commonly 
find that less than 1 per cent of their business 
may be regarded as bad, it follows that, while 
the one sample represented all, or nearly all, cases 
on the books of contributing agencies, the other 
accounted for a very small part of the total. 
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Consumer credit agencies vary in the types 
of business they handle. Furthermore, few defi- 
nitions have been developed in this field. Con- 
sequently, Mr. Durand was faced with the han- 
dicap of having bad loans range all the way 
from those slightly delinquent to those which 
could not be collected at all. Good loans, like- 
wise, varied, and there may have been an over- 
lapping between the two classes. These difficul- 
ties did not prevent the author from working 
out statistical techniques which his careful tests 
indicated to be adequate as a means of deter- 
mining credit-worthiness to agencies willing to 
apply them to their own records. 

A simpler statistical device might have been 
to take a typical sample of all loans and com- 
pare the good with the bad. But, because bad 
loans are comparatively few, this method would 
have entailed the use of larger amounts of data 
than are available to individual lenders who 
might wish to use the Durand technique. Even 
such typical samples would include wide varia- 
tions and would lack complete reliability. 

Undismayed by the problem of coping with 
such data, Mr. Durand attacked yet another 
difficult statistical problem—that of evaluating 
qualitative as well as quantitative data. Among 
the factors he indexes are stability of occupa- 
tion and of residence, personal characteristics, 
and purpose of loan, as well as the more easily 
measured factors such as length of loan contract, 
security, down payment, age, and the assets and 
liabilities possessed by borrowers. 

A bad-loan relative was obtained for each 
factor, analyzed by finding the simple propor- 
tion between the percentages of good loans in 
which that characteristic occurred and of bad 
loans in which it was found. If this proportion 
was unity, the characteristic was not dominant 
in either. Its variance above unity indicated 
that the characteristic was somewhat dominant, 
while proportions below unity indicated that it 
was not normally present. 

Then an “efficiency index” was devised 
which, according to the author, “is to show 
which of the credit factors studied are the most 
important, in view of the available evidence. 
This index permits comparison of the effective- 
ness of the different factors as indicators of risk; 
it does not measure the intrinsic importance in 
the future selection of risks.” Its purpose for 
users of the index is to prevent overavoidance 
of a given characteristic just because it appears 
to accompany bad risks on frequent occasions, 
if to do so might also eliminate an appreciable 
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amount of profitable business. This index is the 
simple difference between the percentage of 
good and poor loans having the characteristic 
under consideration. 

It was Mr. Durand’s purpose to provide 
some simple means of risk measurement that 
might be used by lenders. Had he done nothing 
more than suggest these two means for meas- 
uring risk, his book might not be of interest to 
the academic reader. Inasmuch, however, as he 
has taken great pains to test out the value of 
these devices by elaborate statistical methods, 
he has made a real contribution to the uphill 
progress which students are now making in the 
field of consumer credit. 

The book comes in two editions—one for the 
trade, which omits detailed accounts of statisti- 
cal method, and another, called the “technical 
edition,” which contains an additional fifty 
pages devoted to statistical tests and methods 
used in devising the indexes. 


MARGARET GROBBEN 
Washington D.C. 


American Taxation: Its History as a Social Force 
in Democracy. By SIDNEY RATNER. New 
York: W. W. Norton & Co., Inc., 1942. Pp. 
561. $4.50. 

In part Dr. Ratner’s American Taxation isa 
sober, scholarly history of federal taxation. Be- 
hind it is research labor of monumental propor- 
tions. Primary as well as secondary sources 
have been exhaustively probed. Not since 
Bolles’s great study has the political background 
of federal taxation been so thoroughly explored. 
The fruits of this research have been embodied 
in writing that is consistently effective and 
sometimes brilliant. The stories of the Supreme 
Court’s wavering in the 1894-95 Pollock deci- 
sions (chap. x) and of the legislative struggle 
over the Revenue Act of 1909 (pp. 280-97), for 
example, are historical writing at its best. 

Unfortunately, American Taxation is only 
partly history. Much of the book—too much of 
it—is an effort to prove that taxation in the 
United States has been both a prize and 4 
weapon of class conflict. According to Dr. Rat- 
ner, whatever social class gains political control 
of the federal government uses the instrumen- 
talities of government to its own selfish ends and 
adjusts the tax system so as to thrust the cost of 
government onto its opponents. More than 
that, the federal tax system has consistently 
been made an economic instrument to enfeeble 
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the loser and thereby continue the political 
dominance of the victor class. 

If Dr. Ratner’s concept of “class struggle” 
were sufficiently broad, if it were extended to all 
the clashes of economic-group interests that 
emerge upon the political arena—farmer inter- 
ests struggling against consumer interests, land- 
owners in conflict with owners of intangible 
wealth, manufacturers matched against con- 
sumers, one group of manufacturers pitted 
against another group, wage-earners against 
employers, financial interests clashing with in- 
dustrial interests, larger business integrations 
battling smaller independent competitors, 
wealthy individuals at issue with the poorer 
masses—such a thesis might provide the foun- 
dation for an absorbing and enlightening fiscal 
history. But in the pages of American Taxation 
there are only two classes involved in the “‘class 
struggle.”” These are the predatory rich—cal- 
lous, vicious, but generally all-powerful from 
Colonial days to our own time—and the vir- 
tuous masses, who throughout our history have 
fought a losing struggle to gain a just tax sys- 
tem. 

Time and again Dr. Ratner forsakes the 
scholar’s desk, mounts the soapbox, and delivers 
himself of snap judgments that lower the tone of 
his book. To choose but a few out of too many 
examples that offer themselves, he states (p. 44) 
that the suggestion of a federal direct (property) 
tax in 1848 seemed at the time a “radical pro- 
posal, dangerously close to a capital levy,” 
whereas the very concept of a capital levy had 
not come into existence at that time; without 
supporting evidence he announces (p. 238) that 
the Spanish-American war bonds were absorbed 
by “a small group of wealthy persons and cor- 
porations,” whereas they may be presumed to 
have gone largely into national bank portfolios; 
he describes (p. 245) the Supreme Court’s deci- 
sion in the Knowlton v. Moore case as a “com- 
promise between public duty and private prof- 
it”; he writes (p. 250) that continuation of the 
corporation and inheritance taxes after 1902 
“would have made those who benefitted most 
from the [Spanish-American] war contribute 
substantially to the upkeep of the federal gov- 
ernment”; he consistently belittles all Republi- 
can actions, as when (p. 478) he explains Presi- 
dent Hoover’s signing of the Norris—La Guardia 
Act “perhaps because 1932 was an election 
year.” To provide background for his social in- 
terpretations of fiscal policy he inserts extrane- 
ous summaries of American social history for 
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various periods—a three-page social history of 
the period 1828-50, a five-page social history of 
the 1900-1918 period, for example—which are 
too condensed to be of any value and which are 
more frequently than not biased in their general- 
izations. 

Allowing for the many and serious defects of 
American Taxation, it must, nonetheless, be 
finally judged as a valuable contribution to 
American tax literature. It stands as the best 
factual reference source on federal fiscal history. 
And it performs great service by opening, in its 
exaggerated way, inquiry into the fertile field of 
social motivation in public finance. 


WILiiAM J. SHULTZ 
College of the City of New York 


The Shifting and Incidence of Taxation. By 
Otro von MERING. Philadelphia: Blakiston 
Co., 1942. Pp. xiii+262. $3.25. 

This book represents the second attempt in 
the past year to relate advances in economic 
theory to the shifting and incidence of taxes. 
The first, The Shifting and Incidence of Sales 
Taxes, by John F. Due (King’s Crown Press, 
1942), Was narrower in scope but more detailed 
and analytical in treatment. Mr. von Mering in 
his Preface describes his goal as both a text for 
college students and a treatise for specialists. 
The more highly technical and mathematical 
sections, written for the tax expert, are pre- 
sented in small type. 

Part I presents mainly the general theory 
in the form of an analysis of the shifting of taxes 
on output under both monopoly and pure com- 
petition. Brief attention is given to monopolis- 
tic competition, to taxation in the short run, and 
to taxes on gross receipts. The reader will wish 
that these latter subjects had been given some- 
what more detailed discussion. Monopolistic 
competition is dismissed in six short pages with 
the comment that the theory, “as expounded by 
Mr. Chamberlain, is not a very fruitful basis of 
investigation concerning tax shifting’ and that 
Von Mering’s “treatment has failed to yield im- 
portant results.” 

In a chapter on “Absorption, Capitalization, 
Transformation, and Frictions,” von Mering 
uses the term “absorption” to mean what most 
writers have called “capitalization,” whereas 
“capitalization” is employed to describe “the 
increase accruing to the value of an object which 
is tax free or subject to a comparatively lower 





188 BOOK REVIEWS 


tax.” Utility, disutility, and indifference curves 
are utilized in an interesting analysis of tax 
transformation, which is strongly reminiscent 
of Professor Pigou’s discussion of “‘announce- 
ment effects.” 

In Part II the author deals with the shifting 
of different types of taxes, ranging from taxes on 
agriculture to taxes on wealth and income. No 
systematic classification of taxes is used, and the 
reader may be somewhat confused by finding 
taxes on agricultural land and output discussed 
in one chapter, while the general property tax 
is included along with death duties and the in- 
come tax at a later point. Part II is uneven in 
quality. The chapter on taxes on labor includes 
a brief but useful description of the elasticity of 
the demand and supply curves of labor. On the 
other hand, in the discussion of taxes on urban 
real estate, one is never quite sure whether the 
author is dealing solely with taxes on urban 
land, as he implies in the first paragraph, or is 
interested in improvements as well. 

American students of taxation will be aided 
greatly by the abundance of citations from for- 
eign authors and the illustrations from foreign 
taxes. This small volume should be useful in the 
instruction of students who have a considerable 
familiarity with modern economic theory and 
who are prepared to amplify the author’s some- 
what condensed analysis. On the whole, it may 
be said that Mr. von Mering has succeeded in 
presenting the theory of tax shifting “in such a 
way that, without losing its ‘purity,’ it becomes 
increasingly applicable to reality.” 


DoNALD W. GILBERT 
University of Rochester 


Economic Development in Europe. By CLivE 
Day. A revision and extension of Economic 
Development in Modern Europe. New York: 
Macz=illan Co., 1942. Pp. xxii+746. $4.00. 
In this “revision and extension” of Professor 

Day’s earlier work, Economic Development in 

Modern Europe, which appeared in 1933, almost 

three hundred pages have been added. Thus 

room is made for an excursion back to medieval 
origins, for a revision of the material on Eng- 
land, France, Germany, and Russia, and an 
extension of the time covered from 1919 to the 
outbreak of the second World War and for the 
inclusion of five chapters on three countries— 

Italy, Spain, and Ireland—which had not ap- 

peared in the earlier volume. Of the thirty- 

three chapters in this new book, fourteen are un- 
changed (as far as this reader could discover), 


six are amplifications of chapters in the first 
book, and thirteen are new. 

Like its predecessor the book is intended to 
provide the first- or second-year college student 
with an introduction to European economic 
history. Its approach is elementary and ex. 
pository, although those who know Professor 
Day can detect his benevolent cynicism in the 
occasional critical assessments of individuals or 
movements. In the first six chapters the author 
has attempted a most difficult task. Although 
Professor Day’s description of the manor, the 
town, and the early development of various 
economic practices provides a valuable back- 
ground for his later narrative, he is unable ina 
bare hundred pages to give that impression of 
diversity of development which a medievalist 
might demand. Limits of space have also pre- 
vented him from locating the various economic 
institutions in the main stream of medieval his- 
tory. The chapters on the economic develop- 
ment of England, France, Germany, and Russia 
remain as before. The emphasis on the impor- 
tance of the general social and political environ- 
ment as the dominant factor influencing eco- 
nomic change makes the treatment by countries 
most realistic. This is gained, however, at the 
price of a certain isolation in the discussion of 
the various countries and an inability to feel the 
interdependence of European economic develop- 
ment as a whole. 

The reviewer found the chapters on the con- 
temporary economic scene in Europe unusually 
satisfying. Here Professor Day moves with 
ease among a mass of material, much of it still 
undigested by the historian. The balance be- 
tween economic activity and political institu- 
tions seems much more sure than in the earlier 
sections. The new chapters on Italy, Spain, and 
Ireland form a very happy addition to the book, 
for these countries have been too often ignored 
by historians. In Professor Day’s hands they 
become very valuable case studies in economic 
development. 

Each chapter is followed by a stimulating 
list of questions and a brief but critical set of 
supplementary readings. A list of references, 
arranged by chapters at the end of the book, 
provides documentation for the more important 
or controversial sections of the text. In the face 
of the mass of materials which Professor Day 
has quite rightly considered pertinent to his 
study, one can have nothing but admiration for 
the success of his effort. 

T. C. MENDENHALL 
Yale University 
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